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e In the Record « 


Focus One 


Pity the poor crystal gazer trying to peer far into the fall 
to see how civilian business is faring. It isn’t that his crys- 
tal is so unclear; it’s that it’s so full of current happenings 
that he can’t see the future for the kaleideoscopic present. 
For instance, there’s that consumer slump in buying that 
has continued for six months. (On the deflationary side?) 
But there’s also that defense program of growing importance. 
(That’s inflationary?) And then there is that picture of 
Congress pulling its punches somewhat on new taxes. (That’s 
sort of deflationary-inflationary?) 

One picture of fall business activity now current, says 
Business Highlights, is that consumer buying will show a 
“new upsurge.” Another picture is that business will be 
better as the fall advances but only to the extent of a 
“sluggish rise.” Which of the two pictures is valid? “In 
most cases,” comments Business Highlights, retailers “have 
bet on the slow-rise theory” which “probably now represents 
the majority view of manufacturers as well as of retailers.” 

As goes business activity so goes prices. Or is it: as go 
prices so goes business activity? Or have defense spending 
and controls knocked both concepts into a cocked hat? 
Business Highlights, beginning on the following page, pre- 
sents the factors that are operating to bring prices down, to 
keep them steady, to raise them. 


Focus Two 


Will onrushing defense spending step into the present 
balance between inflation and deflation and tip the scales 
toward another round of higher prices, wages, and income? 
It’s a real 64-dollar question. The still uncertain future 
course of defense outlays will primarily determine any 
budget deficit or surplus. Any deficit or surplus, in turn, 
will have a great deal to do with the possibility of another 
upward spiral. “Defense Dollars and Deficits,” beginning 
on page 350, takes a look behind federal fiscal figures and 
factors. 


Focus Three 


What of the international economic outlook? As far as 
our economy is concerned, “more stock piling will raise our 
i ” while “ id will boost xports.” The 
imports” while “more arms aid will boost our exports. 
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latter, says this issue of The Record, will continue our ex- 
port gap. Not only that, it will undoubtedly increase it— 
possibly from $400 million annually to more than $2.5 bil- 
lion; perhaps even to $4 billion or so. This export surplus 
would be in addition to any that might develop from our 
civilian export business. Some possible effects of such large 
government-financed exports on our industry and shipping 
are set forth in “Arms and the Export Gap” (Page 346). 


A Plant of Prodigious Growth 


In many important respects, the story of capital goods 
is the story of how America grew to world supremacy in the 
production of goods. Many of our 150 million people have 
never seen a huge steel mill in operation, a crane, or a ma- 
chine tool being made. But almost everyone has seen an 
empty site changed into a building, has seen some kind of 
machinery operating in some kind of a factory turning out 
goods of some sort for sale—in other words has seen capital 
goods in the making or being used. Today’s citizen is 
greatly affected by the tremendous expansion taking place 
in our capacity to produce goods. The present impetus for 
this expansion is, of course, our desire to gird -ourselves 
against attack and for defense of our society. While that 
means expanding our armament plant, the commercial rari- 
fications of doing so are manifold. These are pointed out 
in the article, “Rearmament Builds a Larger Industrial 
Plant,” beginning on page 335, as are problems of allocation 
of the raw materials between product and plant. And the 
far-look-ahead question is raised of whether we will be over- 
burdened, when the present emergency is ended, with a great 
amount of idle plant. 


More on the Record 


This issue carries a table on state distribution of war 
contracts, looks into the share received by small com- 
panies, lists the top fifty in prime orders (page 331)... . 
The excess-profits tax is no training ground for young 
executives, say companies reporting on the effects of the new 
law (page 341). . . . Five full pages of charts in this 
issue, two of them on “The Anatomy of Bank Credit 
Changes” (page 344) and three on capital goods (page 
335). ...A capsule description of textile industry problems 
is given on page 358. 


Business Highlights 


PRICE TRENDS IN THE BALANCE 


On one side, sharp slides in raw materials and sluggish consumer demand; 
On the other, more defense spending and rising income 


mer upsurge of Congressional legislating has 
been accompanied by a decline in the Federal 
Reserve index of industrial output. 

While defense activity continued to rise at a moder- 
ate rate, the business lull in the civilian sector—a 
lull that is now about six months old—worked fur- 
ther back into the production stream, turning total 
output down slightly in June, and more sharply in 
July. 

Since the beginning of the lull most observers have 
agreed that rising defense activity must eventually 
communicate new inflationary pressures to the civilian 
sector. There has been, though, and still is, a great 
deal of uncertainty as to when the transfer will take 
place. The reason for the uncertainty is clear enough. 
The big price rises of late 1950 and early 1951 re- 
flected anticipations rather than current demand. In- 
flation in the consumer area can’t begin again until 
current. demand rises into line with current prices. 
The problem of. “when” would be difficult enough 
if the consumer were acting normally. It is even 
more difficult now, after two scare buying waves fol- 
lowed by a major contraction of demand. 

Until fairly recently, most observers also expected 
that the pressure, when it came, would be sudden, 
and would take the form of a resurgence of consumer 
buying—not necessarily of the dimensions of the two 
previous buying waves, but still a rapid rise that 
would deplete retail stocks and quicken into a new in- 
flationary wave. 


THE RUSH THAT FAILED— 


By mid-August no such wave had developed. It 
would be easy to overstate how bad retail business has 
been—the consumer glut reflects heavy output as 
well as slack consumption. It is nevertheless clear 
that the consumer lost his buying momentum in the 
second quarter. He has since remained more or less 
apathetic to price reductions and aggressive cam- 
paigning by retailers. Some measure of this apathy 
is offered by the consumer savings figure, which was 
at a $20-billion annual rate in the second quarter, and 
has apparently continued at or near that rate thus 
far in the third quarter. 

It was originally the severity of the consumer 


B: AN UNHAPPY accident of timing, the sum- 
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slump that drew attention. Now it is its duration. 
This has already led a number of observers to re- 
frame the picture of the rest of the year—not with a 
sharp upswing in trade but rather with a steady to 
slightly rising trend. 

Which of the two pictures is correct—new upsurge 
or sluggish rise—has been one of the major questions 
for the coming fall season. It is a question which 
retailers have already had to answer in setting buying 
budgets for the fall. In most cases they have bet on 
the slow-rise theory. That theory probably now rep- 
resents the majority view—of manufacturers as well 
as of retailers. The decline in the index of output is 
the logical end of business’ growing effort to clear 
the glut itself rather than to wait hopefully for a new 
rash of consumer buying.! 


A LABORATORY TEST 


The new view of the future cof consumer markets 
is emerging now out of a series of events that to- 
gether formed a kind of laboratory test. Following 
the beginning of truce talks, developments in Wash- 
ington took on a new inflationary tone. Statements 
that a Korean truce would not alter the international 
crisis grew into statements that defense goals were in 
fact not high enough—at least in respect to man- 
power and airpower—and that military budgets under 
study by Congress did not include funds for carrying 
on operations in Korea. Secretary Acheson reported 
on a proposal for foreign aid expenditure of about 
$25 billion to be spread over the next three years. 
Economy forces mounted little strength as the $56- 
billion defense bill, a $6-billion military construction 
authorization, and an $8-billion foreign aid bill made 
their way through Congress. 

At the same time, the tax bill was being treated 
somewhat differently. Reports of Senate sentiment 
at mid-month suggested that the House bill—the 
yield of which was estimated at $7.2 billion—would be 
cut back more than $1 billion by a reduction in the 

1The consumer saving figure, while it may measure current apathy, 
does not accurately indicate new buying strength ahead. A relatively 
small drop in cash spent on downpayments for durable goods is re- 
flected in a relatively large rise in the savings figure, since consump- 
tion expenditure figures pick up not the downpayment but the full 
purchase price. Much of the recent rise in the savings figure reflects 


not so much an improvement in cash position as a falling-off in the 
incurrence of instalment debt. 
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corporate normal rate applying to income under 
$25,000; by an easing of the stiff excess-profits formula 
passed by the House; and by a different method of 
computing individual income taxes. The relationship 
of the spending figures to the income figures thus sug- 
gested deficit financing and a new inflationary increase 
in the money supply. 


TROUBLE WITH CONTROLS 


Paralleling these developments in the field of fed- 
eral finances, the controls bill passed by Congress 
was widely interpreted as preparing the way for a 
new round of price rises in which the increase in the 
money supply could find expression. The Capehart 
amendment was singled out for attack as permitting 
a broad general advance at the manufacturing price 
level—an advance which the Herlong amendment 
would then exaggerate at the retail level. 

The change in the controls over agricultural prices, 
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which removed the possibility of any further roll- 
backs in beef prices,! was interpreted to require sub- 
stantial further rises in those prices. The new exclu- 
sion of barber shops and beauty shops from price 
control was estimated to cost consumers an addi- 
tional $1 billion in the coming year. (That would 
represent roughly a 100% increase over such expendi- 
tures in 1950.) Administration spokesmen calculated 
that the total cost of the new bill to consumers lay 
between $10 billion and $16 billion—a 5% to 8% in- 
crease in the cost of living. To bring the wheel full 
circle, the Wage Stabilization Board went on record 
for permitting all wage rates to keep pace with the 
cost of living. 


Thus the month’s news seemed to spell out all the 
elements of a vigorous new price-wage spiral, for which 
the easing of Regulation W might provide some of the 
initial impetus, particularly since cutbacks in some 
consumer durables have begun to look very big. For 

See Desk Sheet, August 4, 1951. 


The Stock Market Views the News 
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From early May to early August, the stock market completed a down-and-up cycle that left the 
industrials average little changed. But relative mo 
pattern of changes was still in the direction the ma 
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rket had taken since Korea—so-called war stocks 
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War stocks include: aircraft manufacturing, coal, copper, lead and zinc, machinery, machine 
tools, metal fabricating, oil, railroad equipment, shipbuilding, and steel 

Capital goods stock include: agricultural machinery, building materials, chemicals, copper and 
brass, electrical equipment, fertilizers, lead and zinc, machinery, mining and smelting, office 


and business equipment, railroad equipment, shipping, 
automobiles, auto parts, beverages, confectionery, con- 
household furnishings, leather, motion pictures, 


Consumers’ goods stocks include: 


tainers, drugs and cosmetics, food products, 
printing and publishing, radio, retail trade, shoes, 


rubber, tobacco products 


shipbuilding, steel and iron 


soaps, vegetable oils, sugar, textiles, tire and 


Peace stocks include: automobiles, building materials, confectionery, containers (metal), finance, 
gold (U.S.), and office and business equipment 
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the last half of 1951, automobile output is now ex- 
pected to total perhaps 2.2 million cars, as compared 
with a half-year average of about 3.3 million in 1950, 
and about 3.1 million in the first half of this year.’ 
Industry spokesmen have been fearful that confusion 
attending their entrance into CMP in the fourth 
quarter may cut output rates even more severely. 


EVERYTHING AT ONCE 


To top it off, the major automobile companies made 
application for price increases under the new law, 
while OPS suspended the rollback provisions of the old 
law. The stock market, which forms as well as reflects 
business sentiment, has staged a major recovery since 
June. (See chart.) And Korean truce negotiations 
developed an unpromising pattern. 

In the face of this collection of inflation indicators 
—which together would seem to add up to at least as 
much buying incentive as the events that set off the 
scare wave of January—the consumer, through either 
choice or necessity, has thus far walked, not run, to 
the retail counter. Short of open war, it would be hard 
to work up a severer test of the consumer’s willingness 
or ability to engage in a new wave of inflationary 
spending. And that raises the question whether the 
adjustment in the civilian sector will not continue to 
follow a more or less normal course in spite of develop- 
ments in the defense sector. 

With the leveling off of output in May and its 
down turn in June and July, the lull has taken on an- 
other aspect of recession. Here again it would be easy 
to overstate the importance of statistics. The season- 
ally adjusted index of industrial production normally 
declines in July, because the seasonal adjustment does 
not adequately correct for the expanded vacation 
schedules of the postwar period. With a full vacation 
correction, the July index would stand at possibly 3% 
below the May level. 

Yet even the lower percentage can’t be written off. 
While total output went down 3%, defense output in- 
creased by something like 15%. That suggests a de- 
cline of about 5% in civilian output in two months. 
Textiles, shoes, home furnishings, and major and 
minor appliances have been hardest hit, but slackened 
production has been more or less general throughout 
the civilian economy—general enough to show up in 
such broad indicators as paper demand and freight 
carloadings. 

In a number of consumer lines, price cuts at the 
manufacturing level to clear out finished goods have 
been combined with the output reductions. While the 
wave of “sale” reductions, reflecting heavy retail inven- 
tories, may be nearing an end, the price picture for the 
civilian sector could still shift downward, if it were 


1Comparable cuts would”doubtless be reported in other consumer 
durables, were it not that a lack of demand has already produced 


ae steeper reductions than would be required by the materials 
orders. 


to follow a normal course, in two more waves. One 
would reflect lower prices set by manufacturers to 
clear their own finished goods inventories. Such cuts 
on rugs and carpets are reaching consumers now, and 
some television manufacturers have recently slashed 
prices on their stock of 1951 models. The second 
wave would adjust manufacturers’ prices to lower 
materials costs. (Spot prices on raw commodities are, 
on average, about 17% below their mid-February 
peaks.) This wave could, of course, result in retail 
prices higher than the inventory slashings but lower 
than the prices that prevailed in February, March and 
April. Much seasonal fall merchandise—including ap- 
parel—could show such cuts. 

The completion of a normal price adjustment 
through to the retail level might thus take consider- 
ably more time—possibly to the end of the year. This 
time, however, the pricing process that normally draws 
down manufacturers’ and retail prices after a fall in 
raw material prices could be truncated, for several 
reasons. In some lines, rising military output may 
provide firmness. In today’s market any speculative 
revival in commodity prices couid short-circuit the 
whole raw materials-finished goods relationship. And 
employment, supported by rising defense demands, 


Growth of wage and salary payments has 
slowed in 1951, with a larger part of the 
growth originating in government 
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should prevent the fall in income that usually com- 
pounds an inventory liquidation into a recession. 

There are several other points to note in this short- 
term picture of the price structure. There are indica- 
tions that raw material prices have now largely dis- 
counted the favorable crop reports which exerted 
heavy pressure on the commodity markets during 
the second quarter and into July; witness the absence 
of reaction to the bumper cotton crop estimate. But 
the actual marketing of heavy crops may tend to hold 
prices at or near their current levels into the fall. In 
any event, raw material prices could rise a consider- 
able distance in many lines before they would require 
an upward adjustment in current manufacturers’ 
prices. 

Again, while inventories at wholesale and retail are 
going down, the levels reached in the second quarter 
permit a long liquidation before any question of short- 
ages would arise.1 Manufacturers too are faced with 
large finished goods inventories. 

Finally, at least two factors suggest that the im- 
petus to a new price-wage spiral from the income 
side may not be so strong in coming months. In a 
number of industries, slack ordering has reached dan- 


1The major exception is still automobiles, where for some months 
falling output has been playing a complicated game of tag with 
falling demand. 


Unit profits in the first quarter were generally 
larger than before Korea 
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Percentage change in unit net operating profits (before taxes) of manufacturing cor- 
porations, second quarter, 1950, to first quarter, 1951 


Sources: Federal Trade Commission; Securities and Exchange Com- 
mission; Federal Reserve; THE CONFERENCE Boarp 
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gerously near the end of the seasonal buying period. 
Unless significant volume appears in wholesale mar- 
kets in the next few weeks, a number of industries 
may face relatively low output rates for much of the 
fall season. 

While that should further relieve inventory conges- 
tion, it may also put a damper on further growth of 
income. In fact, that process has already been at work 
for some time. Income growth in the first half of 
1951 was distinctly less than in the last half of 
1950, and much of the growth in the later period 
originated in government. (See chart.) Viewed more 
broadly, the process illustrates a proposition noted 
here several times: what was production for inventory 
in the past is becoming defense production with little 
or no additional inflationary strain.1 

Secondly, shortages of machine tools and critical 
defense metals seem destined to continue throughout 
the year, and may continue to dampen the growth of 
income in the defense sector, as well as in some civilian 
sectors. In the defense sector, and in those areas of 
the civilian sector where inventories of finished goods 
are ample, such hindrances to production may for a 
time have a deflationary rather than inflationary 
impact. 

The short-term outlook for prices (and wages) is 
thus a mixed affair, a conclusion which at least sug- 
gests that any major movement up or down from 
present levels is unlikely in the near future. It thus 
seems probable that at least for a time any upward 
revisions in the general price line permitted by the 
Capehart amendment would affect actual prices only 
very selectively in the civilian area. 

And there is even some question as to how the 


ISee Business Highlights, June and August, 1951. 


Market prices of raw commodities declined 
between the end of December, 1950 (cutoff 
date of CPR-22) and July 25, 1951 (cutoff 
date of Capehart amendment) 
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amendment will affect the ceilings themselves. Under 
CPR-22—the manufacturers’ order which the Cape- 
hart amendment in effect supersedes—manufacturers 
could add to their pre-Korea margin the unit rise in 
materials costs through December 31, 1950. They 
can now take them through July 25, 1951. But be- 
tween the two dates raw materials prices contained in 
the BLS daily spot index underwent an up-and-down 
cycle that left them considerably lower in July than 
they were in December (see chart). At the end of 
July the BLS weekly wholesale index—which includes 
finished as well as raw commodities—was only frac- 
tionally above its year-end level. The gain on material 
costs from converting to a Capehart basis from CPR- 
22 may not be great, and in some instances could be 
negative. 

On labor costs, manufacturers apparently stand to 
gain; wage rates generally rose between March 15 
(the CPR-22 cutoff date) and July 25 (the Capehart 
cutoff date). On average, the increase from March to 
July was about 2.4%. For most industries, a 2.4% 
rise in labor costs, if passed through to the buyer, 
would mean less than a 1% rise in selling prices. 

In addition, the Capehart amendment provides for 
a pass-through of all indirect costs (some of which 
were allowed in CPR-22) and virtually all expenses 
(none of which was allowed by CPR-22). This pro- 
vision, to which OPS has taken violent exception for 
administrative reasons, makes any approximation 
of the effect of the amendment difficult. For some 
time OPS has contended that the rise in manufac- 
turing volume since pre-Korea has in general equaled 
or exceeded the rise in total indirect costs and ex- 
penses, so that on a unit basis these charges have 
not risen enough, in most cases, to justify the ponder- 
ous accounting job their inclusion in the price formula 
would admittedly require. Most industry spokes- 
men have disagreed. The amendment should put that 
issue to the test. 


NO REAL TEST YET 


Statistical measures do not give much support to 
the view that the Capehart amendment, if strictly 
enforced, has radically raised the manufacturing price 
line, or even that it has forestalled all rollbacks. Be- 
tween the second quarter of 1950 and the second 
quarter of 1951 corporate profits (before taxes) in- 
creased 30%, as compared with a 15% increase in 
industrial output,! suggesting that in general margins 
have expanded rather than contracted. While good 
figures are not yet available by industry for the sec- 
ond quarter of 1951, unit net profit margins (before 
taxes) in the first quarter were, in general, well above 
pre-Korea margins (see chart). It seems doubtful 

1The coverage of the two series is not comparable. The profits 


figures include corporations engaged in trade, finance, etc., but the 
trend is probably roughly representative of the manufacturing sector. 
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whether they shrank much in the second quarter, ex- 
cept where output fell sharply because of materials 
diversion (as in passenger cars) or contracted de- 
mand.t 

It seems unlikely that any wide area of civilian 
industry will now be entitled to upward price adjust- 
ments, and many industries that apply for such ad- 
justments may not now make use of them because of 
market conditions. The principal effect of the amend- 
ment may thus be concentrated, for the time, in the 
defense sector. Here producers have experienced firm 
materials costs, rising wage rates, and a shift from 
civilian to military output. So some upward price 
adjustments in this area may be forthcoming. Any 
such rises would, of course, add to the cost of the 
mobilization, but taxpayers may take some consola- 
tion in the fact that they were probably inevitable 
anyway—as they appear to have been in the machine- 
tool industry—and that they should expedite the 
growth of defense production. 


ALBERT T. SOMMERS 
Division of Business Economics 


"In the latter case ceiling prices are temporarily irrelevant, although 
they may become important later. The case raises the question of 
how a manufacturer whose output has declined because of slack 
demand will figure his unit expense, which normally changes with 
changes in production levels. OPS pointed out this difficulty fre- 
quently during the course of hearings on CPR-22, but it was thinking 
at the time, of output gains rather than losses. : 
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IMPACT OF DEFENSE CONTRACTS 


HE PREDOMINANCE of orders for aircraft 

and heavy ordnance in the present emergency is 

resulting in a different geographic—and com- 
pany—distribution of government contracts from that 
of World War II. 

Traditionally, orders for ships loom large in govern- 
ment spending under a defense program. In World 
War II, more than one of every seven dollars of 
military contracts went for shipbuilding. It is not 
so this time—at least, not so far. Ship orders ac- 
counted for only one of every fifty-five Depart- 
ment of Defense procurement dollars obligated in the 
July-November, 1950, period (latest data available) . 

The nation’s ability to meet most of its immediate 
shipping needs by activating its “moth-balled” fleet 
has left only one shipbuilding firm on the current list 
of fifty companies with the largest prime defense con- 
tracts. Last time there were four such companies 
included in the group. With a lesser demand, the 
flow of defense dollars to shipbuilding centers is sure 
to be well below World War II records. 


COMPANY DISTRIBUTION 


General Motors continues to lead the list of com- 
panies with prime war contracts of over $3.5 billion 
(see table). This sum is about one fourth of the 
dollar value of war goods GM turned out in World 
War II, but it represents nearly twice as large a 
slice of all government contracts as the company 
received last time. (GM’s share is now 14.7% of all 
war orders as compared with 7.9% in June, 1940- 
September, 1944.) 

Tanks, planes, projectiles and Sapphire jet engines 
and other military items, unlike military items gener- 
ally made by GM in peace time, account for 55% 
of its current defense orders. Military items similar 
to those in production before the Korean crisis con- 
stitute another 35%. The remaining 10% is for 
trucks, electric equipment and other products similar 
to those made for civilian use. 

The Ford Motor Company follows GM in the rank- 
ing. Its prime contracts total a billion dollars. This 
represents a greater share of total allocations than 
Ford received last time (3% then, 4.2% now). It 
also moved the company from third place in the 1940- 
1944 array to second place now. ° 

Many of the other companies on the list also moved 
up. Of the ten companies following Ford in the array 

1Based on awards made during July 1, 1950-June 1, 1951 period. 
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(numbers 3-12 in the rank), nine are higher now than 
they were in World War II. Only Curtiss-Wright 
moved downward from second to fourth place. Four 
of the companies were not in this top group last time 
(although all of them were on the “one hundred larg- 
est” list). The greatest jump in the array among these 
leading dozen companies was made by International 
Harvester, which was thirty-third last time and is in 
eleventh place now. Republic Aviation also stepped 
up, from twenty-fourth to sixth. So did Boeing Air- 
craft (then in twelfth place, now third). 

Viewing the list of fifty companies as a whole, 
twelve of them are new to the group. Nine of them 
have moved up from the second “fifty” in the WW II 
“one-hundred largest” listing—but there are three 
newcomers for whom no wartime information is readily 
available. 

By and large, the list is predominantly comprised 
of companies making aircraft. While this was true 
last time too, it is even more so now. About one out 
of three companies on the current fifty largest list. 
manufacture airplanes. The comparable 1940-1944 
ratio was less than one in four. 


More Prime Contracts to Small Business 
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While the volume of prime government contracts 
placed with the major companies is more frequently 
discussed, small firms are also participating in muni- 
tions work—and at an increasing rate. They are 
receiving orders both directly from the government 
and through subcontracting. 


The latter has been an effective instrument in dis- 


tracts. While it is difficult to accumulate information 
on the share of war contracts going to small business, 
John D. Small, chairman of the Munitions Board, has 


stated that the dollar volume of work subcontracted ° 


to small business is many times the volume going to 
them through direct contracts. 


The extent of subcontracting is illustrated in a 


recent study of 683 Air Force prime contracts, total- 


tributing military procurement to smaller indepen- 
ing about $5 billion. The data collected indicate that 


dent enterprises not equipped to undertake prime con- 


Military Prime Contract Awards, by States'—Cumulative, July, 1950-May, 1951 
In thousands of dollars 
Total 
State Army Navy Air Force ASPPA? 
Amount % of Total 

Sti RNS, ok Mee terry NORE EEE SS $21,019,955 | 100.0 $8,621,554 | $5,559,567 | $6,477,307 | $361,527 
USES, & cuades oop eee Oty ae ene Oe 124,761 0.6 108,006 16,611 37 107 
DR Chai. op. Ce ge: Na aa eine eat ey gear! 49,910 0.2 44,003 5,846 61 0 
rare ge hee it eue eee pol tat 13,953 0.1 11,953 1,854 146 0 
(CPPS Titi 5k tc) hl oa Oe Cee RAG ae ED fink et 2,820,018 13.4 646,094 961,642 | 1,106,664 105,618 
ered OMe ate hte ek, tee eee es gon Pule seers 52,207 0.3 44,414 5,855 |° 1,889 99 
Chien. ae ered peop OA aie tate Cie 1,228,090 5.8 166,650 887,819 173,473 148 
Delaware tec tre are aes oe ner apie ee cena 9,280 a 5,631 2,201 1,448 0 
District) olniabiny a ok Par ete ec eke 168,424 0.8 711,834 73,681 16,896 13 
U0 TSAI eos get ene ns eet ee 49,357 0.2 30,973 14,562 1,471 2,351 
Georgia taser cena mu Sigrie ee Seta tes: opptens ano Joon 163,212 0.8 131,700 24,294 7,288 0 
IED sty then th 4 a ete a eo Ene 10,640 0.1 10,553 87 0 0 
Ul neisiaee eee es As... 6 sical tuate Meets leche tos he 1,037,338 4.9 807,804 117,201 111,743 590 
chine eee. oka Se en ache, ee 1,346,475 6.4 273,183 50,886 | 1,009,568 12,838 
TSE eh aparece ae oo 130,744 0.6 96,786 27,644 6,314 0 
Ca Ti gs eee Ont nt re a OR yin NA a Ie I eh 242,199 U2) 77,989 11,116 149,883 | 3.211 
cue yee ere rset ooh ed Dea Geos nk 46,708 0.2 31,784 8,644 2,286 3,994 
Pisin ceney etree agin n nce ast at oe te 128,390 0.6 78,409 20,938 307 28,736 

INE Tay Gehs ot ti et es eh pee a a Ne RR OR 65,160 0.3 44,804 20,356 0 
I Be nt Lig cs ae gh tie PL cay het Dies Savi nee 478,165 2.3 92,217 203,030 182,770 148 
Massachusetts... --.. 2.0 o ees tees fut es 737,603 3.5 397,324 161,545 169,500 9234 
Aciican Wet cee Oe iS, ae eS eed cc 1,629,660 7.8 896,189 158,759 573,838 874 
Minnesota sr ate ce Sa ee per ee era Nec eran PE AA 208,548 1.0 108,831 53,503 46,031 183 
BCS TOSI: cogues oc our SORES Goad ag pee io lac 32,650 0.2 30,423 1,980 219 28 
Missouri........ eS ete ee 0 ee OS Beer 409,313 1.9 168,442 152,894 87,812 165 
inl tesahi Wath Sine eos ts eaonoee a Bienes aco a ote ne te A 9,328 a 9,158 87 0 83 
INC ras ner tC coun Ramin oe Se DEE, 5 68,662 0.3 54,105 2,310 12,249 5 
Nevada...... otis bd Saat anise vic Oe ao oneness URE 1,739 a 1,419 320 0 0 
Newalianpslitre aac mreyseetet; Motear ceettaes sete seaecere ects Op 69,629 0.3 37,238 32,248 143 0 
Rem letsey Mee cho cute Occ Pacts oye 989,348 4.7 303,401 208,156 458,868 18,923 
RlcwraMcr ico wee wail MCS oN at tore mes 19,583 0.1 19,049 183 351 “0 
Neer ky oy eee eo. aa alain 3,843,279 18.3 1,244,130, | 1,335,122 | 1,226,526 37,501 
NortiiGrrolina atte tein tieser te So a 183,503 0.9 123,895 35,978 23,630 iy 
NerDalota et. We ine So ier th. tun aa 2,260 a 2,089 P20 ea 0 
Gui ee Ao ee RE et ae en ee Ve 1,449,442 6.9 689,394 316,876 438,628 4,544 
BOM oin yee ee ee te, eR week oo Pen tee 65,325 0.3 52,260 3,944 2,385 6,736 
a ae aE. Ee oot AN TE SOI Ret RI oes O4 79,450 10,702 106 eee 

B STATS thos Sead ka soot rum sno eM ae are cae cae he : 478,592 294,314 181, 

ilode dsland Preys ae bidet: se. A chaitar Weamctale 190,696 0.9 155,605 32,558 i es ist 
South Carolina...............00. By As tome aN 99,505 0.5 86,217 12,003 1,258 97 
SresegSIITS BPA Sates ile, cone Nc ERG Nels Ok aera Ow ntn en 6,172 a 5,731 36 "405 0 
Wee RE Nek, CRN EGE Nal iae: yt icy ee ek 197,445 0.7 105,710 31,417 318 0 
Na) ay Ree ee 493,404 2.4 199,853 103,005 103,244 87,302 
cialis, Ciekstd 2 ORR CIR, ot © oR halaman LR | 19,270 0.1 16,841 1,229 79 1.121 
Vermont neon ss-0irsscsserrsscviretease tees teenies 19,014 0.1 6,783 11,798 433 "0 
NS BI 143,163 0.7 78,470 57,341 6,788 564 
EE TLE: Sane Me oR ME Ate, Men, a 532,443 2.5 154,424 43,266 334,593 160 
CED NUT SCR et NMS RR ert 1 25,676 0.1 17,828 6,549 1,207 92 
WSCOLMT ROT 8. ck Geko seg Rho uc aces eee 435,752 2.1 316,316 37,184 82,241 ll 
(Sie ts ee ee eet Cee rh 10,567 0.1 1,600 63 "20 8,884 


1Excludes all contracts under $5,000 for Navy, under $10,000 for Air Force, and 
under $5,000 for period July through December and under $10,000 since December 
31, 1950, for Army; contracts and purchases of overseas installations; open-end or 
indefinite quantity contracts; project orders to military establishments; an undeter- 
minedj!amount of obligations for procurement which have not reached the stage 


of a contractual instrument agreed to by management and the mili i 
. i I militar, 
service; and certain Army contracts for which state data are not yet atcilniie en 
Armed Services Petroleum Purchasing Agency. 4 
aLess than 0.05%. 


Source: Munitions Board 
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The Fifty Companies with Largest Prime Defense Contracts— 
This Time and Their World War II Share 


Rank 
($ Value Basis) 


Company 
Wor 
or War ih 

1 1 General Motors Corporation... - 0601062 Wec.000 

2 Jae RordeVotor: Companyees. oo has en. ie een teres 

3 Lae Boeing*Airplane Gompanya..6: . tees ook asian « 

4 2 |) Curtiss-Wright Corporation’, =. .s.0<) <<. 0.5 aseasen ee 

5 10 | Lockheed Aircraft Corporation.................... 

6 24 | Republic Aviation Corporation.................... 

7 9 || General Electric Company...5..0..¢0.0000.. 0.005. 

8 GS is UnitedsAircraft Corporation. soy =2-45 04002 sans. 

9 TIS NOrtheamerieanvA via lone escorts os Scere 
10 22 | Grumann Aircraft Engineering Corporation......... 
11 33 | International Harvester Company................. 
12 13a | Western Electric Company............0000c00e0005 
13 n.a. | McDonnell Aircraft Corporation................... 
14 17 | Bendix Aviation Corporation......0..00. 6002 00e00-- 
15 21 | Westinghouse Electric and Manufacturing Company. 
16 34 | American Locomotive Company..................: 
17 StL @hryster' Corporation ..socc ce .n)ak ne we aie ne 
18 51 | American WoolensCompany< 5... .c.c-.s 205s ene. -s-- 
19 45 | Allis-Chalmers Manufacturing Company............ 
20 1s2-ieeackard Motor Car Company. ..52. sons orn es cinasee 
21 iO ge eoperrys Corporations ory peer ante ers « 
22 27-4 Nash- Kelvinator Corporation:.......j. 00 1/128 se <0 
Q3 Be eDouglas-Aircratt, Companys :as.86 8: dacs ss 655s - 
24 4 | Consolidated Vultee Aircraft Company............. 
25 THN Ae La Stevens:6. COMPANY +, 4 <p fu.w le «sg dpkelotoren 
26 55 | Firestone Tire and Rubber Company............... 
i. 73 | Fairchild Engine & Airplane Corporation........... 
28 7s \ebetwlehem steel Company ios... cree charyersis ond esis ss 
29 Ope sel Aweralt Corporatio. 2.2 sie nctee = eee sueo wreyele sare 
30 64 | Food Machinery & Chemical Corporation’.......... 
31 AR it Willys-Overlands Motors inc 00.1 nace at swine ee eee 
ah 32 | Avco Manufacturing Corporation*................. 
33 23. | Newport News Shipbuilding Company.............. 
34 Towne Nortbrnp Aireratt. (pon eaters cistron aa chqe dors © i 
35 iM iGilesn la, Martin Companyernnas8 socibiccastte ay - 
36 43 | Radio Corporation of America.................:..- 
37 30 | Goodyear Tire & Rubber Company................ 
38 36 | American Car & Foundry Company................ 
39 71 | Raytheon Manufacturing Company................ 
40 go eale Stidepakers Corporations «:5 0 <hee a aera llo vues) 4 aheneie a1 
41 69) Beech *Arreraft Corporation <7 0%. 0 0. oon ene aes es 
42 31 | Standard Oil of New Jersey Affiliates............... 
43 52 | Emerson Electric Manufacturing Company......... 
44 b Kaiser-Prazer Corporation ..(. 2c. sien ote 
45 44 | Caterpillar Tractor Company................ 
46 40 | Baldwin Lima Hamilton Corporation®.............. 
47 37 | United States Rubber Company................... 
48 47 | Diamond Motor Car Company................++-- 
49 16 | United States Steel Corporation.................+- 
50 62.9) Hastman Kodak Companys:...0..:6 ose. decane =. 


otal so0ICOMpaies seers var derertnieriy ale eiereey = Ci 
Motalsallvcompanies yore. we te © sels a ne ele le male 


iBased on the 100 companies with the largest dollar value of war supply contracts 
awarded from June, 1940, through September, 1944 (cumulative). 

2And letters of intent. 

3Name changed on September 10, 1948. Formerly called Food Machinery Cor- 
poration. 

4Name changed on March 25, 1947. Formerly called Aviation Corporation. 

5Name changed on November 30, 1950, Formerly called Baldwin Locomotive 
Works. 


Contracts Awarded? Contracts .Awarded 


July 1, 1950-June 1, 1951 June, 1940-Sept., 1944 
As % of Total of: 

Value i . i As % of 

Millcnt ein, Gees eras Millions Tctal of AN 

Companies 7| aan snp |e ae om 

Cumulative 
$3,500 .0 23.0 14.7 14.7 $13,812.7 7.9 
1,000.0 6.6 4.2 18.9 5,269 .6 3.0 
960.0 6.3 4.0 22.9 2,700.2 1.5 
840.2 5.5 3.5 26.4 7,091.0 4.1 
674.3 4A 2.8 29.2 3,246.2 1.9 
549.0 3.6 2.3 31.5 23 lao 0.7 
500.0 3.05 gall 33.6 3,300.1 1.9 
490.0 Sa oa 35.7 3,923 .0 FAs 
481.9 oe 2.0 ntl At 2,768.5 EG 
410.0 ai, Wav 39.4 1,330.4 0.8 
355.0 aro 1.5 40.9 1,035.8 0.6 
343 .0 2.3 1.4 42.3 2,562 .7a 1. 5a 
269.0 1.8 1.1 43.4 n.d. n.d. 
265.0 betel 1.1 44.5 1,869 .2 1.1 
245.0 1.6 1.0 45.5 1,375.7 0.8 
229.0 1.5 1.0 46.5 889.2 0.5 
293 4 1h 5 0.9 AT 4A 3,394.8 1.9 
208.3 1.4 0.9 48.3 493.9 0.3 
200.0 ies 0.8 49.1 585.7 0.3 
199.5 iS} 0.8 49.9 1,783.8 1.0 
198.0 13S 0.8 50.7 1,531.5 0.9 
192.0 1.3 0.8 51.5 1,162.6 0.7 
Wes 1 Theil 0.7 52.2 4,431.3 275 
152.5 1.0 0.6 52.8 4,875.4 2.3 
151.9 1.0 0.6 53.4 n.d. n.a. 
142.0 0.9 0.6 54.0 455.2 0.3 
Tie 0.8 0.5 54.5 $34.1 0.2 
Wesei 1 0.8 0.5 55.0 3,789.3 Qe 
T2571 0.8 0.5 55.5 1,228.3 0.7 
125.0 0.8 0.5 56.0 392.2 0.2 
124.4 0.8 0.5 56.5 522.2 0.3 
122.0 0.8 0.5 57.0 1,045.6 0.6 
120.4 0.8 0.5 57.5 1,245.8 . 0.7 
119.1 0.8 0.5 58.0 932.3 0.1 
108.9 0.7 0.5 58.5 2,344.8 1.3 
108.6 0.7 0.5 59.0 610.0 0.3 
108.0 0.7 0.5 59.5 1,091.2 0.6 
105.0 0.7 0.4 59.9 854.9 0.5 
103.5 0.7 0.4 60.3 348.8 0.2 
97.8 0.6 0.4 60.7 1,143.8 0.7 
86.0 0.6 0.4 61.1 351.3 0.2 
82.0 0.5 0.3 61.4 1,053.1 0.6 
75.0 0.5 0.3 61.7 487.1 0.3 
65.6 0.4 0.3 62.0 b b 

65.0 0.4 0.3 62.3 602.7 0.3 
65.0 0.4 0.3 62.6 712.3 0.4 
64.0 0.4 0.3 62,9 798.0 0.5 
55.0 0.4 0.2 63.1 535.7 0.3 
55.0 0.4 0.2 63.3 1,974.0 1.1 
44.7 0.3 0.2 63.5 407 .6 0.2 
$15,230.5 100.0 ise ai ads Shey shies 
23,800.0 bas atte 100.0 100.0 $175,062.9 100.0 


aWorld War II data refer to contracts awarded to American Telephone and 
Telegraph Company. Major portion of these contracts were awarded to Western 
Electric. However, a relatively small amount awarded to Bell Telephone Labora- 
tories is included in the June, 1940-September, 1944, total. 

bCompany incorporated August 9, 1945. Therefore, no World War II data avails 
able. ; 

n.a.Not available. 


Sources: Senate Select Committee on Small Business, War Production Board; Taz Conrerence Boarp 
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approximately 75% of the subcontracts were awarded 
to companies employing fewer than 500 persons. 
(Firms with fewer than 500 workers are officially con- 
sidered small.) Air Material Command representa- 
tives surveyed fifty-nine major prime contractors in 
every field of production. They submitted figures 
which included a total of 32,382 subcontracts. Of this 
total 24,306 subcontractors were in the category of 
small business. 

Another report found that from half to two thirds 
of the prime defense contracts placed with large firms 
are being farmed out to small firms. In some cases 
“subcontracts are held by small business in percent- 
ages ranging up to more than 90%.’ 

Contracts awarded to small business directly by 
the government totaled nearly $4.3 billion during the 
first ten months of the fiscal year 1951 (July 1, 1950, 
through April 30, 1951)—more than three times the 
amount they received during the entire fiscal year 
1950. This represents 22.4% of all recorded contracts 
for goods and services. 

Prime contracts to small business have been ac- 
counting for an increasingly larger slice of total mili- 
tary purchases. In April, 1951 (latest data available) , 
their share was 28% of the $2.9 billion awarded all 
companies. 

This compares with 26% in March, 22% in Febru- 
ary, and 17% in January (see chart). In World 
War II, small companies received about 22% of all 
prime contracts.? 


STATE ALLOCATIONS 


Distribution, by states, of $21 billion of prime muni- 
tions contracts—which represent the bulk but not all 
of the awards made during the eleven months follow- 
ing Korea—shows that most of the defense orders are 
again being placed in the established industrial cen- 
ters. 

Two states—New York and California—have nearly 
a third of all orders for military supplies and equip- 
ment. If Michigan, Ohio and Indiana are added, 
the five states have over half of the total. The leading 
ten states (that is combining these five states with 
the next five in the array—Connecticut, Illinois, New 
Jersey, Pennsylvania and Massachusetts) hold three 
quarters of all prime contracts. 

But these figures refer to prime contracts and do 
not indicate where the actual work is done.? There 
would be a very different picture of the geographic 
distribution of war work if it were possible to measure 
subcontracting for material and components. As the 

1The Journal of Commerce, July 23, 1951. 


*For the participation of small business in war work last time see 
“Economic Concentration and World War II,” Senate Document 
No. 206, 79th Congress, 2d Session, January, 1946 (popularly known 
as the Blair Report). 

’The limitations of the current state distribution estimates are dis- 
cussed in greater detail in The Business Record, June, 1951, p. 213. 


spot checks noted above show, a large proportion 
of prime contracts is subcontracted—frequently to 
firms that are in states other than the one in which 
the prime contractor is located. 
Also the state pattern shown in the accompanying 
table is not exact because some contracts have been 
credited to home offices rather than to the factory in 
the area where the work will be done. Army and Navy 
contracts with manufacturers reflect the location of 
the plant where the product will be assembled. For 
construction contracts or for obligations to provide 
service, the location listed is usually the city and state 
of the supplier’s main office, regardless of where the 
service is to be performed. Air Force data usually re- 
flect the state in which the company’s main plant is 


. located. 


PICTURE LIKELY TO CHANGE 


The distribution of war work to date is but a sketchy 
guide to what may take place in the months ahead. 
Munitions contracts during the first year of rearming 
have been flowing out at a relatively slow rate. As 
defense spending steps up and production gets rolling, 
allocations to individual companies, to states and to 
the separate areas are likely to be less concentrated 
than the early figures indicate. 


GERTRUDE DEUTSCH 
Division of Business Economics 


BUSINESS FORECASTS 


Plant Expansion 


Eric Johnston, Economic Stabilization Administrator (in 
an interview with U. S. News and World Report, July 13) 
—“T think a decrease in nonessential plant expansion would 
be very healthy. We have been spending at the rate of $24 
billion a year for the first five months of this year for plant 
expansion. I think that’s a mistake. When this emergency 
is over were going to need a lot of projects that people 
want. The reason we had such great prosperity following 
the war was the fact that we had a great deal of under- 
consumption. 

“T think if we can defer now some of these things that 
we want, we need not have a depression after this emergency. 
The additional plant capacity can be absorbed. But I think 
if we have to have everything we want today, plus our 
military program—and I think the American productive 
capacity is almost equal to it—then I have some serious 
doubts as to what we'll have in 19-x, whatever that year is.” 


Money Supply 


Federal Reserve. (Bulletin, July) —‘Expansion of the 
private money supply is likely to occur in the second half 


(Continued on page 340) 
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THE PRESSURE MOUNTS FOR CAPITAL GOODS 


600 600 


MACHINE TOOLS 
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600 


200 CIVIL AIRCRAFT 
SHIPMENTS 


@-LEFT SCALE — 


1948 1949 1950 _ 1951 


New industrial construction has brought an 
increase in machinery and equipment or- 
ders and shipments and (backlogs). New 
orders for machine tools have far outstrip- 
ped shipments for two reasons: price con- 
trols and the shortage of skilled workers in 
the industry. 


The exception to the general upward move- 
ment is in production of certain types of 
transportation equipment. Output of both 
civil aircraft and trailer trucks is tapering 
off after a sharp rise in the first half of 
1950. But unfilled orders for locomotives 
and freight cars have greatly risen. 
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STEEL FORGINGS 


THOUSANDS OF SHORT TONS 
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Rearmament Builds... 


A LARGER INDUSTRIAL PLANT 


i | YHE PRESENT boom in the capital goods in- 
dustry receives its impetus from the imposition 
of rearmament upon an economy already turn- 

ing out goods at a high rate. Little or no slack existed 

in our capacity to produce at the outbreak of the 

Korean war. 

New factories are now needed to turn out the 
materials needed for battle. Warehouses are needed 
for storage of countless items. Within the factory, 
equipment of a staggering variety is needed: engines, 
pumps, air compressors, measuring and testing instru- 
ments, fans and blowers, mechanical stokers, furnaces, 
power transmission equipment, industrial trucks, con- 
veyors, hoists and many others. In the factories which 
are used to make machines other specialized equip- 
ment is needed, such as boring mills, radial drills, 
grinding machines, lathes, punch presses, shapers and 
others. 

To put up the factory in the first place another 
class of machinery is required: material mixers, pavers, 
spreaders, power cranes, shovels, scrapers, graders, 
etc. To bring raw materials such as iron ore, coal, 
oil, and copper to the surface of the earth, still an- 
other whole set of machinery is needed. 

Production of all types requires transportation 
equipment; so trucks, freight cars, locomotives, rails, 
airplanes and all related items must be produced. To 
coordinate the work, good communication and record 
keeping is needed. Telephone and telegraph equip- 
ment and electric signaling devices are required; also 
computing and bookkeeping machines, addressing and 
other duplicating devices, and mailing and card- 
punching machines. 

Furthermore, official policy favors a continuation 
of a high rate of consumer durable goods output 
alongside heavy output of arms. 


HANDLING THE SHORTAGES 


These simultaneous demands upon our productive 
machinery resulted in several shortages: for capital 
equipment, for materials, and for manpower. These 
shortages are interlocking: materials cannot be pro- 
duced for lack of equipment; equipment cannot be 
produced for lack of materials and skilled manpower. 
The Controlled Materials Plan was instituted in the 
third quarter to allocate materials. The National Pro- 
duction Authority thus attempts to allocate the cur- 
rent production of steel, copper and aluminum among 
many claimants. 
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In peacetime, production of these goods is normally 
integrated by the play of market forces. The decisions 
of individuals determine what facilities will be ex- 
panded and by how much. 

Now, a government agency is, in fact, charged with 
the job of acting as an over-all planning agency not 
only for capital equipment but for other products 
as well. By increasing or reducing the distribution 
of vital metals to one industry it can step up or cut 
back that industry’s output. 

But even a well-conceived Controlled Materials 
Plan cannot deal effectively with the two shortages 
that are currently slowing up capital goods output and 
consequently rearmament. As reported by Director 
of Defense Mobilization Charles Wilson the first is the 
shortage of engineers, designers and draftsmen “who 
know how to equip and tool plants for manufacturing 
defense products on a quantity production basis.” 
The shortage apparently is a real one, judging from 
the frequent advertisements for such personnel that 
appear even in the news columns of newspapers. 

This shortage can in part be made up by placing 
defense contracts in industries where such talent 
exists. To do so is feasible of course, but it would 
seem to suggest some cut in the production of civilian 
goods. 

The second bottleneck is evidenced in the small rise 
in machine-tool shipments relative to new orders. Sev- 


Metal Allocations to Producers of Capital 
Equipment 
Percentage change from third to fourth quarter, 1951 


Industry 


Alloys 
(000 Ibs.) 


Agricultural machinery and implements 


She -14.4 
Baildingimatérial eee eee -33.6 |--87.5 
Communications equipment.......... -1.1 } +10.8 
Construction and mining machinery... . -10.2 +6.3 
Electrical equipment................. +13.1 +1.9 
Electronred yea aoa a oe cee +37.0 | +19.3 
Engine and turbines anise eiacse sonia +18.5 | -20.5 
General industrial equipment and metal 
working machinery................ —22.5 | 11,9 
Railroadequipmentsssecceen entice +72.1 |] +34.9 
Scientific and technical equipment..... 29.4 +8.8 
‘Aircraft. (Civilian) seen eee eee ee 6 | +88.0 
Total vinaey o te ae eee 1.7 | =13.0 


Source: Defense Production Administration 
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eral tactors are responsible for this. Price ceilings, 
according to the industry, were not set realistically. 
The unit cost of production has risen in this industry 
since K-day because of the necessity for quick expan- 
sion. Overtime work, extra shifts of workers, and the 
necessity for subcontracting have all added to unit 
costs. Adjustments that had been made to price 
ceilings, the industry contended, did not provide any 
incentive for the companies to produce more by sub- 
contracting or adding extra shifts. 

Price adjustments granted on August 20 permit 
machine-tool manufacturers to raise their base-period 
prices by 12% in computing their ceiling prices. 
Whether this will provide the tools remains to be seen. 

A shortage of skilled personnel in the machine-tool 
industry is another factor holding output down. In 
part, this can be traced to the fact that thirty-four 
companies retired from the industry because of in- 
ability to operate profitably after the last war. Pro- 
ductive capacity is from 25% to 50% below the start 
of World War II. This estimate is based on a com- 
parison of dollar output now and in 1941, with allow- 
ance for price changes and changes in the efficiency 
of machine tools. 

As is well known, the machine-tool industry is a 
critical one in the whole array of capital goods indus- 
tries. Upon it depends the output of other industries 
—capital goods, as well as others. Particularly acute 
at present is the slowdown in jet engine production re- 
sulting from the shortage of tools. 


WILL WE BE OVERBUILT? 


The huge capital expansion anticipated naturally 
raises the question of whether capacity for producing 
peacetime goods will be excessive after the military 
buildup is over. A similar fear was expressed about 
the plant expansion that took place during World 
War II. But now the question appears to have more 
urgency because we are entering the third period of 
plant expansion in a little more than ten years. The 
first took place in the period from 1940 to 1944, the 
larger part of which was financed by the government, 
the second started in 1946 and the third started with 
the outbreak of the Korean War. 

It is impossible to foresee the rate of activity in 
the future, but here are some comparisons that at 
least should dispel some wrong impressions. 

During World War II by far the greatest expan- 
sion took place in the facilities for the manufacture 
of (1) explosives and ammunition loading; (2) guns 
and ammunition; (3) aircraft; and (4) ship construc- 
tion and repair. For the most part these facilities are 
of little use in turning out peacetime goods. 

Sizable increases in capacity were also made to iron 
and steel, nonferrous metals, chemicals, coal and petro- 
leum products. Facilities for the synthetic rubber in- 
dustry and the production of aviation gasoline also 
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expanded during this period. All in all it has been 
estimated that our capacity for turning out manu- 
factured goods increased by approximately 50% dur- 
ing the period from 1940 to 1945. 

In the year since K-day, industry has made plans 
to build $8.4 billion worth of plant for which it has 
applied for certificates of necessity.1 Nearly 30% of 
the total is planned for the expansion of iron and 
steel capacity. Nearly 15% was for the expansion of 
transportation and storage facilities, but mostly for 
transportation. 

The expansion of chemical and petroleum facilities 
and public utility plants was approximately 7% to 
9% of the total. It is thus apparent that the larger 
part of plant expansion resulting from the Korean 
War will be for materials and products that have a 
peacetime use. 


SCOPE OF CURRENT PLANS 

All this lends added interest to the matter of the 
extent to which such expansion has occurred or is in 
early prospect. It now seems clear that capital ex- 
penditures by American industry in 1951 will exceed 
the earlier estimate of $23.9 billion? and may be as 
high as $25.5 billion. 

For the first three quarters, anticipated capital ex- 
penditures are put at nearly $18 billion, or about as 
much as was spent during all of 1949. Prices are 
higher now, however. 

Data do not exist for expected capital expenditures 
in the fourth quarter, but the relationships of previous 
years gives an inkling of what to expect. In the 
years from 1946 through 1950, first estimates of the 
fourth quarter have been remarkably close to first 
estimates of the third quarter.* On .this basis, the 
total for the year would come to about $24.4 billion. 

But the actual expenditures for the fourth quarter 
have averaged about 16% above the first estimates 
for the same period. So capital expenditures may run 
to $25.5 billion. Implied in this total are capital ex- 
penditures of $7.4 billion for the fourth quarter. If 
this latter rate can be attained, capital expenditures for 
the full year will approach the high annual rates for 
the second and third quarters. Since construction 
costs and equipment prices during 1951 have been 
fairly stable, most of this increase can be regarded as 
an increase in physical capacity. 

(Text continued on page 340) 


1The figure quoted is the value of the total plant to be erected. Of 
this total, $5.7 billion will be amortized at an accelerated rate for 
tax purposes. 

2This total already represents a substantial increase over the 
amount previously estimated of $21.9 billion at the start of the 
third quarter, 1950. The SEC makes an estimate of capital expendi- 
tures each quarter based upon data it collects from industry. 

3In the process of making its capital expenditures survey, the SEC 
usually shows three figures for each quarter. The first two are esti- 
mates; the third is the actual expenditures. The first estimate for 
any quarter is made from three to four months before the start of 
the quarter. The second estimate is made during the last month of 
the preceding quarter and the first month of the current quarter. 


PLANT BUILDINGS ARE CAPITAL GOODS — 


CONSTRUCTION CONSTRUCTION 
CONTRACTS AWARDED CONTRACTS AWARDED 
MILLIONS OF SQUARE FEET MILLIONS OF SQUARE FEET 
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Contracts awarded in the second quarter for residential building show the usual jump over the first 
quarter. Planned commercial building has declined sharply since the third quarter of 1950. But there 
has been a spectacular rise in awards for manufacturing establishmients—the sharpest was in the second 
quarter of 1950 (actually before Korea). 


40 400 


35, LUMBER AND WOOD 
PRODUCTS 
BILLIONS OF BOARD FEET 


FABRICATED 


STRUCTURAL STEEL 
THOUSANDS OF TONS 


300 
3.0 


200 
20 


MONTHLY AVERAGES 


MONTHLY AVERAGES 


1948 1949 1950 1951 o 1948 1949 1950 1951 


New orders for construction materials such as lumber and wood products rose as usual in the first half 
of the year. It was a moderate rise, however. New orders for fabricated structural steel have dropped al- 
most without interruption since the third quarter of 1950. 
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ARE BUILT TO HOUSE OTHER CAPITAL GOODS 


4.0 


LUMBER AND WOOD 


PRODUCTS 
BILLIONS OF BOARD FEET 


UNGLAZED BRICK 
MILLIONS 


3.0 


FABRICATED 
STRUCTURAL STEEL 
THOUSANDS OF TONS 
PORTLAND CEMENT 
MILLIONS OF BARRELS 


200 | 


MONTHLY AVERAGES MONTHLY AVERAGES 


ts 1948 1949 1950 195} 1948 1949 1950 195! 


Shipments of all types of construction material have increased—and for these four the rises began even 
before K-day. Some but not all the upward movement from the first to the second quarter was seasonal. 
Shipments continued heavy through the second quarter of 1951. 
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The rise in shipments has not really cut into backlogs, particularly in the case of fabricated structural 
steel. The outlook thus seems to be for continued high output of these materials. 


(All figures ((including contracts awarded)) are in physical units, so no allowance has to be 
made for price changes from one period to another) 
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Verification that this spurt in capital expenditures 
represents increased capacity to produce comes from 
another source. This is that the percentage of equip- 
ment expenditures to total plant and equipment drop- 
ped in 1951, after having risen in 1949 and 1950. Ap- 
proximately 69% of anticipated capital outlays in 
1951 will be for equipment, the same percentage as 
in 1948. Whenever the percentage for new plant (new 
housing for machinery and equipment) rises, the pre- 
sumption is that new capacity is being added. The 
orders for new machinery and equipment can be 
expected to follow. Whenever the percentage of ma- 
chinery and equipment outlays rises in relation to 
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Table 1: Percentage of Equipment Expenditures to 
Total New Plant and Equipment Outlays 


Source: Department of Commerce. 


the total, the presumption is that modernization and 
replacement programs are being carried out with in- 
creased capacity taking a secondary place. 

In appraising the outlook for 1952, it is to be ob- 
served that during World War IJ, more than half 
the total additions to manufacturing for the five years 
1940-1945 had been completed by the end of 1942, 
and more than three fourths during the succeeding 
twelve months. But the peak output of industrial 
raw materials did not come until 1944. 


ALLOCATIONS A CLUE 


Allocations of materials by the DPA offer a further 
clue since they are indicative of the amount of ma- 
terials which may be available for capital expansion 
in the months to come. Steel, copper, aluminum and 
the rest used up in the production of armament itself 
(rather than in making equipment for the production 
of armament) obviously will not be available for 
capital expansion. 

Allocations of steel, copper and aluminum for the 
thirteen capital goods industries that can be sepa- 
rately identified show a drop from the third to the 
fourth quarters of 1951. This is so despite the ex- 
pected increase in supply of these three metals in the 
final quarter of the year. 

The decline in the amount of steel and copper allo- 
eated to the capital goods industries is not spectacular, 
but the drop in aluminum allocations is sizable. Esti- 
mated steel supply in the fourth quarter is expected to 
be about 2.5% above the third quarter, but the 
amount allocated to the capital goods industries drops 
by 1.3%. Copper supply in the same period is ex- 


pected to be more-than 4.5% larger, but the amount 
allocated to the capital goods industry is cut 1.7%. 
Aluminum supply will remain constant, but a 13% 
drop is made in allocations to the capital goods in- 
dustries. Thus, even with an expanding supply, the 
amounts allocated to the making of capital goods are 
being cut back. 

These figures suggest a decline in rate of output of 
capital goods. Because of the fairly long production 
period of this segment of our economy, we can expect 
a decline in activity extending to the first quarter 
of 1952. This expectation is dependent upon industry 
being able to carry out its plans in the third quarter. 

The drop in allocations of steel, copper and alumi- 
num is not confined to one or two capital goods in- 
dustries, but extends to nearly all. As a matter of 
fact, only four—railroad equipment, civilian aircraft, 
electronics and manufacturers of industrial electrical 
equipment—show an inerease in the amount of all 
three metals allocated to them. Just how the indi- 
vidual industries fared as compared with the third 
quarter is shown in the table on page 336. 
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of 1951 for seasonal business reasons and as the Treasury 
draws on the large cash balance which it held at midyear 
to pay for the growing volume of defense production. The 
amount of any additional monetary growth will depend 
largely on the extent to which bank credit is used for 
financing either private expenditure programs or government 
defense spending.” 


Retail Trade 


First National Bank of Boston (New England Letter, 
July 31)—“It is expected that retail trade will continue 
to be rather slow during the summer months, with price 
concessions necessary to stimulate trade. The fall outlook 
appears more favorable, with indications of increased em- 
ployment and wages. Prospects are that total retail trade 
for this year may slightly exceed that of 1950 on a dollar 
basis, but may be below in terms of physical volume.” 


Steel 


National Association of Purchasing Agents (Bulletin, re- 
leased August. 1) —“Present and anticipated difficulties en- 
countered in steel procurement will continue well into 1952.” 


Motor Vehicles 


Ward’s Reports Inc. (Ward’s Automotive Reports, Aug- 
ust 6)—“Observations are that total truck output in 1951 
may still surpass 1,400,000 units. . . . This would surpass 


(Continued on page 343) 


BUSINESS RECORD 


Survey of Business Opinion 


E. P. T. Undermines Business Judgment 


HE EXCESS-PROFITS TAX has so cheap- 

ened the dollar and increased the advantages 

of spending that it has struck a serious blow 
at sound business judgment, according to most of 
the 125 manufacturing companies cooperating in this 
month’s survey of business practices. These com- 
panies find themselves “fighting the impulse to spend 
more freely just because the government is paying 
the bill.” 

A “laxity im expenditures is the natural conse- 
quence of high taxes when the prevailing point of 
view is that the government is paying most of the 
bills,” executives say, adding that “it leads to extra- 
vagance, wastefulness, and uneconomic operations by 
permitting expenditures which would normally be 
considered exorbitant.” Thus “one must guard 
against a possible change in the cost mindedness of 
an entire organization, because a multitude of deci- 
sions, minor in their individual effect, can seriously 
increase costs and create bad cost habits which will 
be hard to overcome.” 

A machine-tool executive also notes: “This is a 
poor training ground for young executives who tend 
to make decisions based upon the tax situation alone, 
rather than on good common sense. This will lower 
the standards of business leadership throughout the 
country.” This executive adds: “However, at the 
present time decisions based on the tax seem justi- 
fied and the only way people can operate.” 

But some executives feel there’s no such thing as 
a “cheap” dollar. Says one: “The dollars at the bot- 
tom of our p & | statement are now actually dearer 
than before because we must earn more of them in 
order to show a full dollar of final net income.” For 
that reason, some companies are tightening rather 
than, loosening the purse strings. 


HOPED-FOR ADVANTAGES 


Despite its dangers, almost half of this month’s 
cooperators hope to gain some advantages from the 
excess-profits tax law. Generally, this is an attempt 
to “salvage as much of the tax dollar as possible, 
utilizing the gain for long-range improvements in 
competitive standing rather than for immediate re- 
sults.” 

Thus these cooperators expect to increase the 
amounts spent on items that may be deducted for tax 
purposes. For the most part, these will include re- 
search, new-product development, advertising and 
pensions. Here are some typical cooperators’ replies: 
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“We are contemplating further expansion in our re- 
search program and expect to continue new-product de- 
velopment at an accelerated rate.” (Electrical appliances) 


* * * 


“The tax has stimulated expenditures on research, new- 
product development, and _ advertising.” (Electrical 
supplies) 

* * * 

“As our profits reach the excess-profits bracket, we will 

naturally be inclined to spend more money on advertising, 


ete.” (Hardware) 
* * * 


“Funding of pension plans will likely be accelerated 

under current tax laws.” (Foundry) 
* * * 

“Our past-service pension cost is being funded at a 
higher rate than we probably would have used. (Auto-~ 
mobile equipment) 

* * 
“We are planning greately increased expenditures for 


employee welfare, rest rooms, lunch rooms, and the like.” 
(Machine tools) 


COMPETITIVE EFFECTS 


However, most cooperators do not expect the ex- 
cess-profits tax to greatly affect their competitive 
position, because “all competitors are in the same 
boat.” 

Others definitely believe that their competitive po- 
sition will be affected, but to what degree few hazard 
a guess. According to a paper manufacturer, for ex- 
ample, the “cheap dollar makes equipment improve- 
ment and replacement more difficult and for this rea- 
son alone makes the maintenance of a top-notch com- 
petitive position difficult.” 

A petroleum executive, too, says that such dollars 
will have a “very marked adverse effect on our com- 
petitive position.” The answer may lie in the report 
from a second petroleum producer whose “low-cost 
dollars will be devoted principally to the discovery 
and development of new oil fields.” 

The conclusion of an electrical appliance president 
is that he has “always been afraid of the tax-cheap- 
ened dollar—not only in our own clsaizanion but 
from our competitors.” 


DIVIDENDS, PRICES AND INVENTORY 


Generally, cooperators feel the excess-profits tax 
will cause little or no change in their pricing and 
inventory policies. Almost a third, however, report 
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that the tax will cause either the abandonment of 
contemplated increases in dividend rates or lowered 
dividends. 


Dividends 


The effect of the E. P. T. on dividends stems from 
the fact that “the impact of the tax is so severe it 
is impossible to compensate for it by operating econ- 
omies.” 

A steel president cites the excess-profits tax as 
“one of the factors compelling us to pay stock divi- 
dends on common stock.” He was the only cooperator 
reporting a stock dividend at the present time, but 
there were some indications that others might follow 
suit. 


Prices 


Prices will probably be least affected by the ex- 
cess-profits tax because competition and OPS regu- 
lations tend to keep them in check. Were it not for 
price controls, however, a number of cooperating 
manufacturers say they would raise their prices, in 
spite of competition, in an attempt to counteract ad- 
verse effects of the excess-profits tax because, as a 
steel producer says: “It is always true that over the 
long run higher taxes have meant higher prices to al- 
low a company to retain a profit after taxes com- 
mensurate with its investment.” 

An air-conditioning executive sums up the feeling 
’ of a large segment of this month’s cooperators: “A 
company must pass higher taxes on to the public in 
the form of higher prices if it is to survive. However, 
prices are subject to other factors, including compe- 
tition and government controls, so that tax pressure 
is a delayed action and all the more dangerous with 
respect to inflationary trends because of this explosive 
factor.” 

“Anyway, one cooperator comments crisply, “it'll 

prevent any price drops.” 


Inventory 


Most companies report they contemplate no 
changes in their inventory valuation methods. Such 
changes as might occur would probably be to LIFO 
in an “attempt to reduce the tax effect by reducing 
the book profits on inventories and the resultant tax 
on that profit.” Any E. P. T. gain would “depend, 
of course, on the size of the inventory and changes 
in the price level for inventory items.” In a num- 
ber of cases, companies reporting no changes were 
already on LIFO, but most others will continue on 
the “time-honored method of cost or market, which- 
ever is lower.” 

Some cooperators, however, have either changed al- 
ready or are “studying LIFO, for this may be the 
more sensible policy to follow for the long pull, as it 
provides for more stabilized trends in earnings rather 


than the up-and-down fluctuations which are gen- 
erally associated with normal inventory procedure.” 


CORPORATE CHANGES 


The E. P. T. “provides a new field for investiga- 
tion,” and cooperators this month are “reviewing the 
corporate setup to determine whether or not certain 
changes would be beneficial.” 

However, only a few corporate changes were re- 
ported, and in most cases the E. P. T. was noted only 
as one of the factors in the decision to make them. 

The primary reasons for one reported merger of 
a company and two subsidiaries were listed as “to 
accomplish certain operating savings and to develop 
a more efficient organization. The merger will also 
result in certain tax savings,” the president writes, 
“for it will eliminate the 15% tax on intercorporate 
earnings and the combined excess-profits tax credits 
of the companies will be used more efficiently.” This 
executive concludes that “it is even possible that the 
tax savings will become as important as the other 
factors mentioned.” 

On the other hand, as one company complains: 
The aggravating thing is that “certain mergers we 
planned for strictly business reasons are hampered 
by the fact that in these particular cases a substan- 
tial loss in excess-profits tax bases will result.” 

And a railroad-equipment firm reports that “the 
high earnings during the base period of a company 
we recently acquired influenced our decision to re- 
tain the operation as a separate corporate entity 
rather than establish it as a division of our com- 
pany.” 

A building-materials president reports a “wholly 
owned subsidiary is in a materially better position 
taxwise than our own company and we are doing all 
we can to further the growth of this company.” 

But most typical of this month’s cooperators is 
the machine-tool vice-president who says: “We have 
made a study of our corporate structure and have 
determined there are no changes that would im- 
prove our position relative to the tax. Any advantages 
we might gain by splitting up our company do not 
warrant the inconveniences and costs involved.” 


BORROWING ADVANTAGES 


According to an industrial-machinery president: 
“If we require additional capital we will almost cer- 
tainly borrow it. We would then get special tax bene- 
fits, involving a tax deduction on the interest paid 
and also a fairly liberal allowance of the borrowed 
funds as invested capital with a 12% excess-profits 
tax credit on such invested-capital allowance. These 
benefits are, of course, available to all companies.” 

Because of these advantages, one president reports 
he ‘has “added to our long-term debt as a more ad- 
vantageous method than equity financing.” 

A petroleum executive notes that if a company 
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“determines its E. P. T. credit on the invested-capital 
basis, the effect of borrowed capital will actually re- 
sult in a net saving.” But on this point a heating 
company writes: “The trouble is they keep chang- 
ing the law so fast it is almost impossible to keep up 
with the various proposals being put forth.” 

Other comments from cooperating executives are: 


“The tax makes the burden of the interest on new debt 
considerably lighter because of the increase in the tax 
base that results.” (Industrial machinery) 


* * * 


“We have recently acquired additional capital through 
sale-lease financing and we are considering the desirability 
of debenture financing. Decisions in each instance are, of 
course, affected by the current tax law.” (Food) 


* * * 


“We will require bank loans of larger amounts for 
longer periods of time because the increased federal taxes 
will drain off funds which could otherwise be left in the 
business to take care of increased capital needs. However, 
we will also increase our E.P.T. credit base by borrowing 
this money.” (Machine tools) 


GROWTH AND DEADENING EFFECTS 


Many cooperators believe they will have to limit 
their expenditures for capital improvements because 
“these come out of the amounts we have to spend 
after the payment of taxes and dividends.” 

An instruments executive states, for instance: 
“Since this tax takes away considerable cash, ex- 
penditures for capital improvements will have to be 
given careful consideration unless it is possible to 
obtain certificates of necessity.” 

After discussing the effects of E. P. T. on his 
business, one executive writes: “The whole income- 
tax structure is unsound. It has a deadening effect 
upon the spirit of enterprise and creates an atmos- 
phere of uncertainty and hesitation. No business 
plan can be considered without the most important 
part of that consideration being the effect’ of taxation 
upon the plan.” 

Many cooperators agree and cite specific examples. 
“The most undesirable feature of E. P. T. is that 
smaller companies are prevented by high taxes from 
growing,” says an automobile manufacturer. And the 
treasurer of an office-equipment firm notes that “it 
seems only those companies will be severely penalized 
which have not been established long enough to 
create a good credit base.” 

Other remarks follow: 


“Currently, the E.P.T. has not affected our over-all 
policy of continued growth and expansion. However, 
any increase may alter our plans, making it more essen- 
tial that we retain our status quo rather than continuing 
_to expand—assuming additional risks without a corre- 
sponding reward.” (Electrical machinery) 


HHS 
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“We are considering shutting down a portion of our 
plant when our E.P.T. credit base is reached and divert- 
ing our plant labor to maintenance, painting, etc., where 
practically the full benefits of their efforts can be realized 
without wearing out our machinery for a minimum of 
return.” (Building materials) 


* * * 


“There is so little left after the E.P.T. bite that it is 
almost impossible to increase working capital sufficiently 
to meet the present enlarged demands of our business.” 
(Air conditioning) 

* * 

“By discouraging incentives to produce, the excess- 
profits tax places an undue restraint on our whole indus- 
trial economy.” (Steel) 


And, finally, the president of a paper company 
writes: 


“The destructive effects of the excess-profits tax will 


become so apparent within a few years that it will be 
abandoned as a means of raising revenue.” 


Henry A. BALKE 
G. CiuarK THomepson 
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the record 1,369,472 erected in 1948 and the 1,344,225 
built last year. Industry observers, however, tag the esti- 
mate with the proviso that CMP material allocations operate 
smoothly both in passenger car and truck plants.” 

Ward’s Reports Inc. (Ward’s Automotive Reports, Aug- 
ust 20) —“Unless there is an about-face in either materials 
shortages or present high new-car sales the automobile in- 
dustry faces a return to last year’s unhappy’ situation: 
watching its production being curtailed in the face of 
continuing strong demand.” 


Textiles 


Bureau of Agricultural Economics (The Wool Situation, 
released August 20) —“Since consumer incomes are expected 
to continue to increase, demand for raw wool for civilian 
goods is likely to strengthen as inventories are reduced to 
levels in line with retail sales. Military requirements during 
the present fiscal year again will be substantial. At the 
same time, world supply of wool probably will not be 
greatly different from last season. . . . World prices next 
season probably will average somewhat higher than present 
levels.” 


Food and Feed 


Bureau of Agricultural Economics (Crop Production, 
August 10)—“The second-largest all-crop volume continues 
in prospect for 1951. Weather factors, varying by areas 
within the country, resulted in declines for such important 
crops as corn, wheat, barley, flaxseed, potatoes, sweet 
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But they are far below 1920 or 1929. High-grade corporates still yield less than half the 1920. rate. 
Governments are hard to compare because of change in tax status, but yields are lower than in earlier 
years even allowing for tax changes. 


u END OF YEAR 
6 ; - SHORT TERM RATES 
PER CENT PER ANNUM 
5 = 
4 = 
(FIRST HALF OF MONTH) 
3 - 
BUSINESS LOANS 
ee ee 
2 Ee, 
TREASURY BILLS \ 
(TAX EXEMPT) ‘ 
a a a NS 1 TREASURY BILLS Oe ena alle 
\ (TAXABLE) 
DECEMBER AVERAGE \ 
1920 1929 1939 1942 44 "46 "48 80° od. PASSO LOL Dota ee 


1950 195P 


Business is paying considerably more for bank accommodations than in 1939, but can still get money for 
less than half what it cost in 1929. At the end of 1939, investors were paying to own Treasury bills; they 
now get a moderate income from them. 
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THE ANATOMY OF BANK CREDIT CHANGES 
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Time was when banks made loans and carried some governments. It got to be the other way around during 
war years. Commercial banks now appear to be drifting back to older custom. The change in portfolios of 


the Reserve banks is less impressive. 
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Bank loans for defense purposes (and for plant and equipment often closely related to defense needs) 
have been rising. Most others are on downtrend. In these circumstances it is not surprising that metal 
and metal-products companies have been good bank customers. 
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MDAP Helps Export Gap Reappear 
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ORE STOCK PILING will raise our imports. 

More arms aid will boost our exports. Since 

arms aid will be far greater than stock piling, 

the foreign trade outlook is for continued export sur- 
pluses financed by the government. 

The extent to which our arms aid shipments may 
be expected to mount is impressive. Total exports 
have reached or exceeded $1.3 billion in each of recent 
months. Roughly $100 million of this is attributable 
to arms aid. If arms shipments bunch up after pro- 
duction gets rolling, as is typical with programs of 
this sort, they might rise to half or more of present 
monthly export totals. At least this is what the fig- 
ures, taken alone, seem to indicate. 

But a substantial export surplus for 1951 appears in 
the making even if the full impact of arms is not yet 
felt. The import surpluses occurring in August and 
October of 1950 and in January, 1951, now appear to 
have ceased. Imports seem to be declining or at least 
leveling off since the volume peak of January. How- 
ever, they were still rising in May in unit value (or 
price). Their total value in June was 10% below the 
peak March dollar total. 

The volume of exports has increased sharply sinct 
January, and dollar values in the second quarter rose 
to a point about $350 million above monthly imports. 
Unit values were also climbing. In coming months 
these latter may make gains on the head start of im- 
port prices,! for market prices of primary commodities 
—our principal imports—have for the most part 
already dropped or stabilized. This fact should begin 
to be reflected in the values of goods shipped in. How- 


1From January to May, each rose 8%; from June-December, 1950, 
import prices increased 19%, export prices 11%. 
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ARMS AND 
THE EXPORT GAP 


ever, prices of finished and semifinished goods may 
be rising quite a bit longer. 

As to exports, prices of finished manufactures— 
which form half of the total value of our exports— 
typically move slowly over a long period. To some 
extent, these and prices of other exports will depend 
on how the new price control legislation affects quo- 
tations. Good to bumper crops in cotton and grains, 
tobacco, fruits and the like may be a retarding factor. 
(Crude cotton, food, and other agricultural products 
are about 20% of our exports.) 

Geographically, our trade pattern has shifted con- 
siderably. Before the devaluations of September, 1949, 
we were experiencing an export surplus with every 
major area of the world. Since then (assisted by the 
turn of events in 1950), we have been experiencing 
import surpluses with Asia, Africa, Oceania and Latin 
America.t After several turnarounds, an export sur- 
plus with Canada has again emerged. Only with 
Europe has an export surplus persisted. Narrowing 
last year, it has now again widened. 

In the first half of this year, our over-all export 
surplus reached $1.3 billion, most of it coming from 
our trade with Europe and Canada. Using the trend 
in the second quarter alone to project the last six 
months would bring the year’s total surplus to well 
over $3 billion. 

Could an export surplus of $2 billion in the second 
half of the year be sustained without disastrous liquid- 
ation of foreign gold and dollar reserves or other 
radical changes? 

The answer seems pretty clearly to be yes. At the 
end of May, ECA had allocated, but not yet dis- 
bursed, about $2 billion. (This figure excludes any ad- 
ditional funds to be voted by the present session of 
Congress.) Of this amount more than $1.5 billion will 
doubtless be devoted to commodities. A good part of 
this sum could be spent during the remainder of 1951. 
The Mutual Defense Assistance Program has ample 
funds in reserve, and should be able to ship more in 
the second half than the $568 million of military 
equipment shipped in the first half. In addition, there 
are other sources of government funds which directly 
or indirectly result in commodity shipments, such as 
Export-Import Bank credits and the Army civilian 
supply program for occupied areas. 


‘See Road Maps of Industry, No. 812; and “The Foreign Trad 
Pattern"Shifts,” The Business Record, June, 1950. Beaty et” 
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) This all adds up to a sizable expansion of our foreign 
trade. In 1950, the export surplus was $1.4 billion, 
a figure which was almost reached in just six months 
of 1951. Last year’s excess emerged from total ex- 
ports of $10.3 billion and imports of $8.9 billion. 
Second-quarter trends suggest yearly totals of roughly 
$14.5 billion for exports and almost $12 billion for 
imports.! This would be a new record on both sides. 
Dollar totals of these magnitudes imply a physical 
volume of imports likely to surpass last year’s record. 
But the physical volume of exports would probably 
not reach the heights of the big lend-lease years of 
1943 and 1944, nor perhaps the level of 1947. 


So much for present trends. Military aid and stock 
piling will no doubt reinforce them; Marshall Plan 
aid may be a retarding factor. Both purchase author- 
izations and actual shipments by ECA were about 
257 below a year ago in the first five months. Some 
$2.2 billion in new funds for both ECA and economic 
and technical assistance? was requested, an amount 
almost as large as last year’s appropriation. But the 
overhang from previous years, when ECA appropria- 
tions alone were about twice as great, is being eaten 
up. And Congress has already made moves to shave 
the new requests. 


In its peak year of 1949, ECA financed $3.6 billion 
of commodity shipments. This figure was decreased 
by a billion dollars in 1950, with most of the decline 
in the second half of the year. In the first half of 

1Commercial exports in June were $110 million below April (see 
chart). If this trend and the slowing of imports continue, exports 
could reach the above figure only through expansion of arms ship- 
ments, and imports would be lower than the above figure. If commers 
cial exports remain at June levels, expansion of arms shipment- 
could put the year’s export total higher. 

2Purely technical assistance expenditures will not result in com- 
modity exports. 


The Rising Stock-pile Backlog 
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1951, shipments were somewhat more than $1 billion. 

Military aid shipments are likely to eventually 
more than make up the difference. A year ago, appro- 
priations for military assistance had accumulated to 
$6.5 billion, of which very little had then been shipped. 
Through June 30, 1951, somewhat more than $1 bil- 
lion of this total had been spent, probably a good deal 
less than that for new goods. At the moment, Con- 
gress appears to be willing to grant new funds to the 
amount of about $6 billion. Making allowances for 
administrative expenses, funds to rehabilitate stored 
equipment, shipping, and other costs, perhaps $10 
billion for new equipment and materials would be left 
to be expended. 


The spending of these funds can stretch out over 
a number of years. Indeed, the schedule of shipments 
appears to be somewhat behind original goals right 
now. Nevertheless, the Secretary of State has stated 
that the Administration is thinking about a mutual 
security program of about $25 billion for this and the 
next two fiscal years. If the program should be ap- 
proved by Congress and the division between military 
and economic aid were the same as now requested, $12 
billion or more would be added to military aid funds 
by the fiscal year 1954. Fitting in backlogs and future 
requests with the announced goals of getting Europe 
(principal recipient of aid) to maximum military 
strength by 1953, or soon thereafter, argues that mili- 
tary aid will soon be flowing in a gushing rather than 
a trickling stream. 


But just how much of a gusher will it be? A pre- 
vious article! gave official goals of delivering the first 
($6.5 billion) batch of aid. These implied that the 
bulk was to be shipped before December 31, 1951. 
Tue CoNnFERENCE Boarp’s analysis, however, indi- 
cated that a lower total was more likely. Of the ap- 
proximately $6 billion of goods in the program, it 
was hazarded that perhaps not much more than $4 
billion would be sent by that date. This correction, 
although in the proper direction, was not severe 
enough. For an official spokesman has stated that 
$600 million was sent by the Department of Defense 
as of June 30, 1951, and that $3.5 billion would go 
in the following fiscal year.” 


1See “Billions for Foreign Aid,” The Business Record, Dec., 1950, 
for background and explanation of the military aid program (MDAP). 

2Total Department of Defense expenditures were $900 million, 
but these included non-goods costs. Some of the non-goods costs 
are for refurbishing “excess equipment” (equipment that is above 
the mobilization requirements of the Armed Services), which, plus 
“production assistance goods” sent through ECA, probably adds up 
to the $1 billion recorded in the export data. There is a limit of 
$1.15 billion to the amount of excess equipment which may be sent 
(including provisions in the legislation now being considered). The 
original costs of excess equipment, are charged to what may be 
thought of as a book limitation of $1.15 billion, not against the actual 
appropriation for assistance. See “Hearings Before a Subcommittee 
of the Committee on Appropriations, House of Representatives, 
81st Congress, 2d Session on the Supplemental Appropriation Bill 
for 1951, Department of Defense, Mutual Defense Assistance 
Program,” pp. 321-325; 333-334, for an explanation of valuation 
procedures. Still, it is not clear what values are assigned to excess 
equipment in the export data. Neither can one be altogether certain 
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Import Prices—Sparked by Raw Materials—Rise Most 
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Since shipments in the second quarter of 1951 were 
only at an annual rate of approximately $1.3 billion 
and probably less than this was charged to new goods, 
this new estimate would indicate shipments in the 
second quarter of 1952 at an annual rate of as much 
as, or more than, $4 billion. And this would still not 
exhaust the original appropriations—about $1 billion 
would still be left. 

On top of this comes the possible $6 billion of new 
appropriations. Approximately $5.7 billion of all these 
monies are to be obligated during the current fiscal 
year, compared with $4.4 billion in the year just con- 
cluded. So the stream of shipments will continue 
heavy. Further, if more appropriations of the same 
general size come along, there is no escaping the 
arithmetical fact that annual shipments will at some 
point be equaling or even possibly exceeding annual 
appropriations. Hence, should demand for other 
exports remain as at present and supply is adequate, 
we can on the face of things look forward to an even 
tual export level of about $20 billion at today’s prices. 


CAN IT BE DONE? 


Is such a level possible? One part of the answer 
rests on just how much hard goods can be supplied. 
In May, 1951, hard goods exports of all kinds totaled 
about $600 million. This is a $7.2-billion annual rate. 
Military assistance shipments! were at an annual rate 


whether either the reporting or the time of reporting of MDAP 
exports is affected by security considerations. In any event, it appears 
that the excess equipment is by and large going first. The analysis 
of the new Mutual Security Act furnished by the Executive Branch 
states: “In the administration of the Mutual Defense Assistance 
Act these limits ($700 million set by previous bills) on the furnishing 
of excess material and equipment are about to be reached.” 

1New goods were no doubt somewhat less (see preceding footnote). 
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of $1.5 billion, leaving a total of $5.7 billion for other 
hard goods. If military shipments rise to say $5 bil- 
lion a year and other hard goods shipments remain 
the same—that would mean about $11 billion worth 
of heavy fabricated manufactures leaving the coun- 
try a year. 

Such an amount would mean a larger share of dura- 
ble goods output for exports than at present. At an 
annual rate of $7.2 billion, hard goods exports imply 
about 10% of domestic durable production at this 
time. Durable exports of $11 billion would mean an 
increase of more than 50%, but the percentage to total 
hard goods production might not rise quite so much. 
Two main reasons could account for this. One, 
capacity is going to expand. Second, prices of military 
goods—because more and more time-consuming fabri- 
cation is involved—are usually greater than those of 
civilian goods using the same amount of materials. 

But, aside from whatever aggregate squeeze de- 
velops, in all likelihood specific items will press on 
specific capacities. Action by the authorities to pro- 
cure at least some goods out of civilian or military 
production (with which military assistance output 
is “phased in”) would seem indicated if shipments 
are to reach probable goals. 

On the other hand, some of these assistance ship- 
ments could cut down buying which the recipient 
countries might otherwise engage in. And possibly our 
own export control system may curtail some non- 
military exports. 

A very important factor, in any case, will be the 
availability of shipping. This, on a world-wide basis, 
is already tight. The United States has been pulling 


BUSINESS RECORD 


? 


ships out of reserve fleets for some time now. The 
price of voyage charters, according to various indexes, 
has doubled or almost tripled since June, 1950. The 
volume of world exports is now probably well over 
207% greater than in 1947, when peak United States 
quantities were shipped.t Yet, at the end of 1950, the 
tonnage of the world’s merchant fleets was only 9% 
greater than at the end of 1947. Freighter tonnage, 
comprising 65% of the total, went up about 5%, 
while tankers, accounting for almost a fourth, 
jumped 16%. 

If United States exports rise to anything like the 
levels previously mentioned, and the exports of other 
nations continue to grow, the pressure on shipping 
should continue. This may mean that more vessels 
may be pulled out of our own reserves. In addition, 
if the Department of Defense expects to have 344,000 
troops stationed in Europe, additional tonnage will 
have to be utilized by the supply services. An ending 
of the Korean conflict would presumably provide an 
offset. 

While military aid shipments will tend to raise 
the foreign trade gap, stock piling will act to lower it, 
for most stock-piling expenditures are for imports.” 
In the fiscal year 1952, expenditures will be 80% over 
fiscal 1951; and in 1951 spending was almost 50% 
greater than a year earlier. 
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Obligations are far ahead of expenditures. As of 
June 30, 1951, the latter totaled $1.5 billion, while 
obligations amounted to $3.6 billion. Of the obliga- 
tions, $1.6 billion, or nearly half, was made during 
January-June, 1951. This was the principal factor 
producing a backlog of $2.1 billion. 

But this does not exhaust the stock-piling program. 
The total value of inventories, at June 30, 1951, 
prices, was $3 billion. Total objectives, at the same 
prices, involve an investment of $8.3 billion. If the 
backlog is also valued at the same prices, which is 
probably not strictly accurate, unobligated funds of 
$3.2 billion remain.* To this might be added $600 
million asked in the new budget. 


1Bulk cargoes of grain and coal were more important then than 
now, although coal shipments are again increasing. If the increase 
is to come in advanced and heavy metal manufactures, the pressure 
would tend to be on suitable types of carriers. Some equipment is 
also shipped on combat vessels. Further, any combat ships supplied 
would provide their own transportation. 

2About 90% of all stock-piling expenditures are made for the 
materials themselves. 

8There has been an apparent “inventory profit” of nearly $1.5 
billion. 

‘Total funds authorized for the program are $4.5 billion. It will 
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If $1.2 billion, as has been officially estimated, is 
to be spent in the current fiscal year, and the same 
amount is also to be spent in the fiscal year 1953, 
there would still be $1.4 billion left\—more, if prices 
go down; less, if they go up. 

If 10% is deducted for nonmaterial costs and some 
further amount for procurement from domestic 
sources, it would appear that yearly stock-pile im- 
ports of somewhat less than $1 billion are in prospect. 
This could amount to 7%-8% of our current import 
rate. More significantly, presumed stock-pile imports 
when related to crude material imports in the first 
half of the year, equal roughly 20%. Projected outlays 
for this fiscal year would amount to about 25% of our 
current rate of crude material imports. 

Putting the stock-piling and military aid figures to- 
gether makes it possible to calculate a framework 
about which future foreign trade figures should tend 
to mould themselves. During the first half of 1951, 
military aid (at a rate of $1.1 billion per year) less 
stock-piling imports (at a rate which may be guessed 
as $700 million annually) yielded an export gap of 
$400 million. For the fiscal year 1951 (for which 
we have official estimates), the gap could rise to 
over $2.5 billion. If, when military assistance really 
rolls (perhaps during the calendar year 1952 or a 
bit later) and these exports reach the neighbor- 
hood of $5 million, the basic gap might rise to about 
$4 billion. But to this gap must be added tapering 
ECA aid for at least two years” plus some portion® of 
other aid. This other aid in 1950 amounted to $879 
million in grants ($500 million of it to occupied areas) 
plus $414 million in gross credit ($127 million net). 

It could turn out, of course, that some part of the 
aid might exceed the export surplus, as happened 
during the past year when other nations added to 
gold and dollar reserves. This occurred, because com- 
mercially, these countries were exporting more to us 
than they were importing. Nevertheless, it appears 
that we will be confronted in the future with a wide 
margin between exports and imports before any com- 
mercial trade at all is figured in. It may not be writ- 
ten in the stars that this outcome be realized but it 
does appear to be written into the appropriations. 


Lawrence A. Mayer 
Division of Business Economics 


be noted that the present calculations leave a discrepency of $200 
million. Appropriations, less expenditures, equal $3.0 billion. Goals 
of $8.3 billion, less inventory of $3.0 billion, less outstanding obliga- 
tions of $2.1 billion (all at June 30, 1951, prices) equal $3.2 billion. 
Aside from differences from rounding, this may in part result from 
materials procured out of ECA counterpart funds or originally by 
other government agencies which are not charged to the stock-piling 
appropriations. 

1Counting the new request. 

2Bven should the forthcoming ECA appropriation turn out to be 
the last, the overhand of funds will probably carry shipments into 
fiscal 1953. 

3Some portion, because a certain amount is bound to go for services, 
not merchandise; and only merchandise trade is being discussed. 


The Budget Outlook 


Defense Dollars and Deficits 


qualify as a certainty in the outlook, it’s the fu- 

ture direction of federal spending. Truce or no 
truce, publicly spent dollars—especially defense dollars 
—are headed toward bigger and bigger totals. 

The first year of defense—a period of tooling up, 
blueprinting, and programming—now gives way to 
sharply rising deliveries. These are now more than 
triple a year ago, and are scheduled to triple again 
by next June. The Treasury’s check-writing machines 
are in for a busy year—possibly turning payments 
out at a billion-dollar-a-week clip just for national 
security purposes. 

But that’s about as far as certainty goes. Exactly 
what the future course of federal spending will be, 
how much of an increase, the rate of increase, or 
what effects therefrom can be predicated and allowed 
for in civilian planning—there certainty ends and 
probability begins. And, from the very nature of 
the basic determinants, they must be shifting proba- 
bilities at best. . 


HARD TO PIN DOWN 


The simple truth is that the budget, like other out- 
looks, is at best most tentative and equivocal, full of 
areas where angels fear to tread. But with defense 
spending headed for, if not already at, a position of 
dominating influence, federal financial prospects em- 
body an important key to the outlook. 

Basic to 1952 prospects is the fact that as defense 
goes so goes the budget. Sixty-eight per cent of esti- 
mated expenditures this year are for security or closely 
related purposes. At a billion-dollar-a-week tempo, 
spending for defense not only confounds precise pre- 
diction but, like other federal outlays, is pretty much 
beyond effective control by anyone in any single year, 
including Congress.1 In large part this is because 
the sum of previously enacted authority to put orders 
on the books and pay out funds, when added to 
military orders already let, has now climbed so high 
that relatively minor fluctuations in rates of output 
of end items or payment for deliveries could easily 
offset changes in nondefense spending, and, thus, 
directly determine the surplus or deficit. 

The mixed blessings, from the taxpayer’s point of 
view, of budget trends in the fiscal year just ended 


1For more detailed discussion of difficulties in exercising close 
control over expenditures, see “Streamlining the Federal Budget,” 
The Business Record, May, 1951, pp. 182-204. 
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are in part continued over into the latest official 
scoreboard on 1952 prospects. Then a final surplus 
of $3.5 billion happily replaced the $2.7-billion deficit 
expected six months earlier. For the current fiscal 
year, a foreboding $16.5-billion deficit has been whit- 
tled down at least to a somewhat less foreboding 
$9.9-billion deficiency. (See Scoreboard, page 352.) 

Since the Treasury has been known to underesti- 
mate revenue and overstate expenditure prospects— 
both-not without reason from its point of view—pri- 
vate assessments tend to take more optimistic views. 
Even the extreme position that the budget could be 
balanced (on a cash basis) with no new taxes is not 
without proponents. 


THE SIGNIFICANT CRITERION 


In particular, nonofficial views part with the Treas- 
ury in its insistence that prospects should be assayed 
solely on the basis of the conventional budget. The 
cash-budget position is widely held to be the more 
proper and significant criterion! For it at least pro- 
vides a rough measure of the net changes in income 
flow and purchasing power attributable to federal 
finances. Thus, in judging the inflation potential of 
the budget, the cash deficit of $6.2 billion is often 
taken as more pertment than the $9.9-billion conven- 
tional budget deficit indicated in the Scoreboard. 

In any case, like most summary statements, simple 
budget recapitulations omit considerations that can 
be of overriding significance. Here, omissions are par- 
ticularly serious. To begin with, major concern over 
deficit prospects lies in their probable relation to any 
further inflation. For this, a summary statement like 
that in the Scoreboard contains almost no answer. 

The size of any prospective federal deficit (surplus) 
should notenecessarily be taken as much more than a 
very rough first approximation of the inflationary (de- 
flationary) pressure generated thereby. Even then, 
such pressure will not always be released if offsetting 
forces happen to be generated in other sectors of the 
economy. Upward (downward) forces operating on 
prices and incomes are, in the final analysis, the net 
result of possibly quite divergent pressures from goy- 
ernment, business, and consumers acting upon national 
output. " 

To determine precisely the direction and size of 
the net governmental contribution to inflation would 


For the distinction between the conventional budget and the 
cash budget, see the Scoreboard, p. 353. 
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require a complex set of adjustments. Some of these, 
because of the limitations of present knowledge and 
data, would probably turn out to be of dubious value. 
Besides closely analyzing the end results of all cash 
transactions and changes in debt holdings, allowances 
would also have to be made for such variables as out- 
lays made abroad which do not directly swell domestic 
incomes and prices; for all operations of public cor- 
porations instead of just the change in their checking 
accounts with the Treasury; and for the multitude of 
transfer payments and what recipients do with such 
funds. 

Consideration of all outlays and receipts would fur- 
ther be required to ascertain the diverging demand- 
increasing and demand-reducing effects of each. Not 
inconsiderable problems would arise in determining 
what taxes came out of savings and what outlays went 
into savings. “Multiplier” effect of public outlays 
and any induced, offsetting reactions elsewhere in the 


Beyond the Budget Figures 


The federal financial outlook is more than one of 
simply adding receipts and expenditures. At least four 
other factors, some potentially important enough to 
throw all such calculations out the window, should 
also be allowed for in appraising prospects. In no 
particular order of significance, they are: 


*Further requests for funds. Outlay estimates 
assume no deterioration in the international outlook, 
no upward revisions in military objectives, make no 
provision for the costs of the Korean war either this 
far or in the future. The possibility of new money 
requests can not be viewed lightly, though such 
spending would occur mostly in 1953 and later years. 


®Net results of redemptions and sales of public 
debt securities. The decisions of the millions who 
hold government bonds will principally determine 
whether debt transactions add to or subtract from 
the flow and reservoir of privately held purchasing 
power. 


®The Treasury’s general fund. By virtue of that 
timely 1951 surplus, the nation’s petty cash box 
began the current fiscal year in a healthy $7.4- 
billion position. A considerable rate of outlay with- 
out resort to deficit financing was thereby permitted; 
and, in fact, has already occurred, for July saw 
nearly all of the 1951 largesse consumed. Any net 
drawing upon the general fund will, of course, add 
to privately held funds and hence to potential in- 
flationary strength. 


®Seasonal rates of receipts and outlays. Totals 


for a fiscal year cover up normally marked differences 
in trend over the period. Roughly, the first two 
quarters are a time of stringency, with January and 
March collections swelling receipts during the third 
quarter and piling up a backlog which may or may 
not tide operations over the final quarter. 
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economy, especially in the monetary and credit sys- 
tem, would require attention. Finally, how the Treas- 
ury finances any deficit can make a difference in de- 
termining the governmental contribution to inflation. 

All of this is not to depreciate the seriousness of 
deficit prospects, particularly the expectations which 
may arise even before the red ink flows. All-too- 
recent experience testifies clearly to the role of such 
expectations. Although 1951 ended with a $3.5-bil- 
lion surplus ($7.6-billion on a cash basis), the infla- 
tionary trend of the first half of the year was in part 
related to then worsening budgetary prospects, par- 
ticularly to rising defense orders and the future spend- 
ing they implied. ; 


NOT IN BUDGET SUMMARY 


Another factor not reflected in summary budget 
statements is new obligational authority. Such au- 
thority to spend is one of the major determinants of 
future outlays. By any standards, the new authority 
enacted in 1950 and 1951 and recommended (nearly 
all apparently soon to be approved) for 1952 is stag- 
gering. (See chart, page 353.) This $228-billion total, 
of which $78 billion is for nondefense purposes, repre- 
sents the permissive aggregate of purchases and orders 
(many not to be consummated in the current year). 
This backlog, for all practical purposes, makes it 
possible for the current momentum and level of fed- 
eral outlays to continue, if not to rise. With total 
budget expenditures in the three-year period now esti- 
mated at about $153 billion, the 1953 fiscal year 
will thus begin with a carry-over of unexpended au- 
thority totaling about $75 billion—entirely apart from 
funds still to be requested for that year. 

So enormous an overhang of unused spending power ~ 
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The Budget Scoreboard 


After Korea, deficit prospects rose steadily, reaching 
a gloomy peak with last January’s forecast of a $16.5- 
billion deficit for 1952. Since then they’ve come back 
down to a point where it’s possible (if you go along with 
certain assumptions) to see no 1952 deficit at all. This 
is how it all came about. 

The scoreboard for fiscal 1952 starts out eight months 
ago with the January budget when Administration 
estimates and forecasts were: 


Expenditures................2..0-- $71.6 billion 
Reventie aerties 5288. ae stews ale ee 55.1 
Deficits ier te ne cree cee nts 16.5 
New taxes necessary to balance the 

budset se hte «wera ec reise 16.5 


Fortunately for the taxpayer, this ominous outlook 
was short lived. In April, the Treasury conceded that 
rising output, incomes, and prices meant that revenue 
was understated by $3.4 billion (by $5.8 billion accord- 
ing to the staff of experts of the Joint Committee on 
Internal Revenue Taxation). Later, toward the end of 
June, Budget Bureau officials came up with a cut in 
outlay expectations. The January figure, they said, 
was $3.1 billion too high because it wouldn’t require as 
much money as had been estimated to take care of 
military needs, foreign aid and other defense programs, 
and to mobilize private industry. With these re- 
visions, the official position then became: 


Expenditures..................... $68.4 billion 
RGyVOnUe aa act Creu ee tse 58.5 
Deh citiae es. ac. dak ees Gatos 9.9 
New taxes necessary to balance the 
budgetiei sy eae 10.0 


This is still the government’s view of the budget 
outlook. But official accounting methods choose not to 
consider a lot of pretty important fiscal factors. The 
biggest omission stems from limiting relevant factors 
just to the balance between net receipts and outlays in 
what is known as the conventional or administrative 
budget. By so doing, the now substantial movements 
of payments in and out of trust funds are excluded and 
a maze of intragovernmental and noncash transactions 
are included which involve no actual cash but merely 
bookkeeping entries. If we place the above revised 
estimates on a consolidated cash basis to better reflect 
the impact of federal operations on private incomes 
and purchasing power, the scoreboard then becomes: 


Cash payments to the public..... $70.9 billion 
Cash receipts from the public.... 64.7 
Cash deficitancs. 2238 60) fetes 6.2 


To get the full picture, some allowance should also be 


made for current Congressional decisions. It’s still too 
early to make any reliable estimates of savings on the 
expenditure side (besides, Congress doesn’t act directly 
on outlays but on appropriations of funds which may 
or may not be spent this year; by the same token, some 
outlays to be made this year derive from previous de- 
cisions). But some adjustment can be made for revenue, 
since it seems probable, at the time of writing, that new 
taxes will be voted. For want of a more certain figure, 
the Treasury’s estimate of $4.4 billion of added revenue 
to be collected this year under the new tax bill as it 
emerged from the House (or the revised figure when 
Congress finishes with taxes) could be tentatively added 
to the estimates. This whittles down the deficit 
markedly and makes the outlook, on the conventional 
budget basis, then: 


Expenditures... 5. .2..6¢s-6:4-5-> $68.4 billion 
Reyenués aes ce: os ee eee 62.9 
Deficit. h:.sioces on to OR Ee 5.5 


And, making the same revenue adjustments to the 
cash budget, the deficit narrows to: 


Cash payments to the public..... $70.9 billion 
Cash receipts from the public.... 69.6 
Cash deficit, ...5 4... dose one ene 1.9 


At the risk of gilding a budgetary lily, it must be 
pointed out that this isn’t the whole story. Expert 
Congressional opinion holds that not $4.4 billion but 
$5.4 billion will flow into Treasury coffers this year 
under the House tax hikes. Together with its estimate 
of higher revenue from existing levies (see above). this 
would improve conventional budget prospects to: 


Expenditures.i.: 6266.0... 52 $68.4 billion 
Reyenitepmentics4 53 tc ene 66.3 
Deficits) 2.0.8 6taae ce ee Ree 2.1 


The same revenue adjustments made to the cash 
budget actually make the deficit disappear and a slight 
surplus emerge: 


Cash receipts from the public. . . .$72.4 billion 
Cash payments to the public..... 70.9 


Cash Surpluste.- ee een ee 1.5 


Moreover, Treasury revenue estimates as presented 
here assume personal income of $250 billion and cor- 
porate income of $45 billion in calendar 1951. With 
federal revenues heavily geared to the income tax, any 
rise in aggregate income above these levels would mean 
bigger tax receipts. (July personal income was esti- 
mated at an annual rate of $251 billion; second-quarter 
corporate income at $48.5 billion.) 


Pa 


(larger even than the record peacetime outlays ex- 
pected this year) is partly necessitated by spending 
programs requiring more than one year to complete. 

No matter what the reason, the existence of this 


backlog means that spending (barring revocation or 
cancellation of contracts) can go on at nearly prede- 
termined rates. It also constitutes a powerful tool 
for influencing the level of economic activity. Com- 
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mitments can be made at varying rates, held back, 
or speeded up as desired. Correspondingly, budgetary 
expenditures can vary and further unpredictability 
thereby enter the financial outlook. 

A final budget factor, also not fully apparent in 
summary statements, is the rate of increase in spend- 
ing. This is revealing in both assessing the changing 
impact of outlays over time and in determining the 
dimensions of future totals. Because of the imponder- 
ables, specific estimates here come close to the realm 
of conjecture. (Budget Bureau officials, understand- 
ably, recently told Congress they were unable to esti- 
mate military expenditures accurately for even the 
final quarter of the current fiscal year.) 

From the annual rate of nearly $32 billion in the 
quarter ended last June, total spending for defense is 
now expected to rise nearly $30 billion by mid-1952. 
According to present schedules and barring any dark- 
ening of the foreign outlook further increases in spend- 
ing are officially expected through fiscal 1953, with 
outlays on security reaching a peak late in that year 
or early in 1954. The net result might be a total 
federal budget in 1953 somewhere between $80 bil- 
lion and $90 billion, or uncomfortably near the war- 
time peak of $99 billion. This Budget Bureau esti- 
mate of the future assumes, moreover, that spending 
for purposes not directly related to mobilization is held 
below current levels. (See chart, page 351.) 

Where does Congress fit into this picture? Current 
action on appropriations is pertinent more for its fu- 
ture portent than for its direct effects on this year’s 
budget. Appropriations, such as have been under 
legislative scrutiny since the beginning of the year, 
are quite different animals from actual expenditures, 
and in any one year may bear little direct connection 
to them. While at the time of writing the status of 
appropriation bills was such that no full appraisal of 
current economy efforts was possible, it at least seemed 
doubtful whether economies of the size frequently held 
possible earlier in the year had much chance of even- 
tually materializing.1 


SOME ECONOMY MOVES 


In the first ten major money bills passed by the 
House, savings of $2.9 billion, or about 4% of budget 
requests, were made. The Senate had acted on seven 
of these, reversed the direction and added on about 
$150 million to the total voted by the House. Such 
comparisons cannot be precise since supplementary 
funds are often added to bills by the time they reach 
the Senaie, and vice versa; and some differences may 
not involve actual outlays of money. 

On the whole, this is probably a better economy 
record than that made in recent years. The final out- 
come, though, is still far from clear. Other bills now 
in the legislative machinery might offset these econo- 

1See footnote col. 1, p. 350 
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mies and some proposals could lead to further savings 
for which, because of their indirect nature, no dollar 
estimates are available. Pay increases to federal em- 
ployees and more liberal public assistance grants, now 
under consideration, could boost outlays markedly. 
Again, shorter annual leaves in government and semi- 
across-the-board cuts in federal personnel might 
mean sizable savings. Besides, there’s no assurance 
that later deficiency bills won’t add back funds now 
lopped off. (Some of the economies merely represent 
questionably lower estimates of needs under fixed 
spending programs, like veterans’ benefits.) 

In addition, future supplemental requests for new 
funds could throw the net results of economy efforts 
thus far into thorough-going oblivion. Short of a 
more severe attitude toward nondefense programs, 
the basic dilemma persists that in a budget so domi- 
nated by defense any sizable savings would have to 
come from defense funds. (And $1.5 billion of House 
economies was in defense.) 

What, then, is the scoreboard and prospect for de- 
fense spending, remembering that outlays alone re- 
flect imperfectly either the course or impact of the 
program? Full appraisal would require measuring the 
program at least three ways—all with bearing on the 
fiscal and monetary outlook. This means that both 
impact and timing will vary, depending on whether 
defense is measured in terms of output and delivery 
(and types of each), in terms of expenditures, or in 
terms of expectations induced by both. 

(Output and delivery rates tend to affect private 


As much as $75 billion unexpended author- 
ity by the end of fiscal ‘52—-a sum larger 
than even the current budget—means. future 
outlays may reach still higher levels 
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Two Ways of Looking at Budget Trends and Prospects 
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On the conventional basis (left), upsurging defense costs will bring a $9.9-billion federal deficit, 
according to official estimates. On a cash basis (right), the deficiency may be only $6.2 billion. 
The difference stems from including trust account operations, excluding noncash items in the cash 
budget—changes which normally tend to narrow deficits and boost surpluses. Figures for fiscal 
years in billions of dollars. Sources: Treasury Department; Federal Reserve Bank of New York 


finances ahead of federal finances since much defense 
output is at least initially privately financed, while 
mobilization-induced reactions may precede both as 
they did immediately after Korea.) 

The key figures in the scoreboard are the rate and 
volume of orders on the books or soon to be there if 
present plans remain unchanged. Commitments made 
in the past fiscal year by the Defense Department 
alone for major matériel and supplies were to the 
tune of $35 billion, though actual money costs for all 
purposes amounted to only $20 million. (See chart, 
page 355.) Add on another $14 billion in commitments 
for other purposes and total 1951 orders were more 
than double outlays. 

_ Uncommitted 1951 authority plus requests so far 
for 1952 would permit another $53 billion in major 
military procurement this year. This figure includes 
foreign-military-aid procurement but excludes expand- 
ing nonmilitary defense activities. All told, when 
funds available for nonmilitary activities are included, 
the 1950-1952 authority earmarked for security totals 
about $150 billion. Deducting probable cash outlays 
in the same period of about $82 billion would leave an 
unspent and still available balance on the books of 
about $63 billion for defense when fiscal 1953 begins. 
So it is possible that even if future spending authority 
were to be cut back, defense outlays might still rise 
above 1952 levels. 

Strictly speaking, a backlog like this could be re- 
tracted or never actually committed. But as long as 
international tension exists, funds made available may 


reasonably be expected to be committed and, eventu- 
ally, spent. Any truce more likely would mean a 
lengthening out of schedules, a slower rate of new 
orders, and less pressure for deliveries. 

As military manpower requirements level off, a 
portentous shift is taking place in the complexion of 
military: spending. By far the major portion of future 
orders and dollars will go for military “hardware.” 
The $28 billion of orders placed in 1951 for weapons, 
ammunition, tanks, and planes could be followed by 
another $44.5 billion this year if available funds were 
all committed. This would make a two-year total of 
about $72 billion, plus another $7.5 billion for military 
construction. (See chart, page 355.) These figures, 
moreover, cover only Defense Department and foreign 
aid procurement, no comparable breakdowns being 
available for other security programs. 

The long “lead time” required for hardware shows 
up sharply in outlay projections. From a total pay- 
ments level in 1951 of about $9 billion for military 
durables. and public works, monthly expenditures by 
the Defense Department rose only moderately to an 
annual rate of $14.4 billion by July of this year. But 
by June, 1952, they are expected to climb to a $36- 
billion rate, in addition to hard goods and construc- 
tion outlays under other programs. Current com- 
mitment plans imply at least as large a rate of outlay 
in 1953. 

Apart from the jolting budgetary implications of 
the eventual catching up of the rate of payment with 
the rate of ordering, more immediate concern lies in 
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the diverging effects of different types of defense 
dollars. Dollars spent for defense are not directly 
matched by corresponding increases in civilian supply. 
But unlike defense dollars spent for pay, subsistence 
and comparable purposes, dollars for hardware also 
mean cutbacks in civilian goods and services unless 
total output expands roughly as fast as the hardware 
program.! 

This inflationary aspect, however, does not all lie 
ahead. Hardware implications may begin long before 
actual Treasury outlays. In initial stages of produc- 
tion, at least, much of the work may be privately 
financed. To this extent, some of the pressure on 
supply and demand from orders now being filled 
began to be exerted some time ago. 


This shift to military hardware, then, has two basic 
implications for the budget. The longer lead time in- 
volved means more funds committed further into 
the future. Thus fixed future budget outlays are 
building up now, long before the affected fiscal years 
begin. Secondly, the nature of hardware production 
carries stronger inflationary possibilities than do other 
forms of military spending. 

Finally, what of the total financial impact of de- 
fense upon the budget? Estimates here are but the 
sum of separate conjectures. From the 1951 total of 
$22 billion and the last-quarter rate of $32 billion, 
outlays on all security programs are expected to rise 
possibly to a rate of $50 billion by the end of the 
calendar year 1951 and on up to $65 billion by mid- 


See The Business Record, December, 1950, pp. 450-52 for a more 
detailed discussion of the differing effects of defense spending. 


Most fiscal 1951 military dollars went for hard 
goods contracts and firm commitments. Even more 
will go in fiscal 1952. “Other Obligations” include 
pay, allowances, research and development 
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1952. This implies that security needs may take 15% 
of total national product by the end of December and 
possibly 20% by mid-1952, as compared with 7% 
for the fiscal year 1951.1 

For the current fiscal year as a whole, the dollar 
outlay is estimated at about $47 billion, or possibly 
15% of national output. And for 1953, the bill may 
come to between $55 billion and $65 billion, accord- 
ing to Budget Bureau calculations. Going even deeper 
into the crystal ball, defense officials have come up 
with a figure of around $50 billion for 1954. 


SOME QUALIFICATIONS 


Needless to say, such estimates, like most others dis- 
cussed here, carry a wide margin of possible error. 
They imply, among other things, assumptions of 
prices and price movements for literally hundreds 
_of thousands of items, the availability of material and 
manpower to produce those items, the rate of output, 
ability of the economy to expand, and no change in 
plans. 

And they make no allowance for two looming possi- 
bilities. Budget estimates contain no funds for the 
Korean war, carrying outlays therefore at peace- 
time consumption rates. Such budgeting techniques 
grossly understate actual requirements and mean that 
planned stock piles are in effect being drawn upon. 
Congress may be asked to make up this deficiency in 
a further supplemental money request. 

Secondly, increasing current reference to present 
military objectives as “interim goals” and the in- 
fluential movement under way to boost Air Force 
strength might culminate in new spending plans that 
would dwarf present schedules. Even then, the 1952 
budget would not be greatly affected. Any outlays 
for these possibilities would be concentrated in suc- 
ceeding years. 

Everything considered, any truce settlement would 
probably mean little change in 1952 budget prospects. 
If the present mobilization schedules are maintained 
(and officials are apparently determined that they 
shall), a tight budget if not a deficit seems to be im- 
plied for 1952, with a still larger deficit ahead for 
1953. 

Since our forces in Korea, ironically enough, have 
been operating under peacetime conditions on the na- 
tion’s ledger and since by far the major portion of 
current outlays are directed toward stock-piling hard- 
ware and rebuilding defenses, prospective outlays 
would not be directly or radically affected by a truce. 
At best, truce might mean longer scheduling, less ur- 
gency, and better synchronization of military with 
civilian requirements. 

Tueropore R. GATES 
Division of Business Economics 


1Total output as estimated in “The Midyear Economic Report 
of the President.” 
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FFICIAL estimates that consumers’ prices will 
rise from 5% to 8% over the next year—add- 
ing some $10 billion-$16 billion to living costs 

—may reflect more the Administration’s disappoint- 
ment with the new controls law than a detached care- 
ful forecast of price trends for the year ahead. 

The recent statement by Stabilizer Johnston as- 
sumes a further rise over the next twelve months as 
big as the advance. that took place during the first 
year of war. At the same time, plentiful stores of food, 
plus excellent crop prospects, constitute a hopeful 
harbinger of cheaper food. Despite extensive flood 
damage in the Midwest, latest crop reports present a 
composite picture of the second-best agricultural out- 
put in history. 

No crystal ball is needed to show what has hap- 
pened during the first year of war in Korea. Tue 
CONFERENCE Boarp’s index of consumers’ prices for 
fifty-four United States cities rose 8% from June, 
1950, to June of this year. The period divides itself 
about 50-50 between prestabilization and _stabiliza- 
tion, with the larger portion of the rise occurring be- 
fore the price freeze order of January 26. 

THE ConrerENcE Boarp’s consumers’ price index 
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PAYROLL FIGURES FIRM 
AT MIDYEAR 


for fifty-four cities recorded a small increase in June. 
This was the third successive monthly rise, although 
the aggregate advance was not impressive. For all 
practical purposes, the upward surge was checked 
between mid-February and mid-March, and the in- 
dex has stayed about level since the early part of 
this year. The bulk of the post-Korea jump occurred 
between June and December of last year. 

Similarly, wholesale prices, although much more 
volatile, have been moving sidewise in recent weeks 
and, with all indications pointing to heavier defense 
expenditures, a sharp decline does not seem likely. 

Over the year, the biggest rise in consumer prices 
occurred in housefurnishings. They advanced 17.1% 
for the twelve months June, 1950-June, 1951. Food, 
the most heavily weighted portion of the consumers’ 
price index, was up 11.2% for the first year of the war. 
Clothing rose 8.3% in price over the year. None of 
the other components in the Board’s series went up 
as much as 5%. Sundries, which includes such items 
as personal care, recreation and automobile expenses, 
rose 4.3%; fuel was up 4.0%; and housing showed 
only a 3.7% increase for the year. 


HOURS AND EARNINGS 


The first year of war in Korea saw few drastic 
shifts in work schedules in manufacturing industries. 
For manufacturing as a whole, the average work week 
increased from 40.5 hours to 40.8 nours. Durable goods 
manufacturers reported a rise from 41.3 hours in June, 
1950, to 41.9 hours for the corresponding 1951 month. 
On the other hand, nondurable goods manufacturers 
showed a slight decline—from 39.5 hours to 39.4 hours. 
These changes were almost negligible, but within the 
two groups individual industries reveal more marked 
shifts. For example, ordnance makers were working 
42.5 hours a week against 40.7 in the first month of 
the Korean war. Machinery builders are on a 43.4- 
hour week against 41.5 hours a year earlier. Offset- 
ting decreases in the nondurable lines were made by 
leather and tobacco manufacturers. 

In all cases, however, the averages reflect the rela- 
tively light impact of the rearming effort on the work 
week. Of course, these data do not reveal the number 
of plants that have added second and third shifts, but 
it is quite likely that the number of these companies 
has been balanced pretty much by consumer-goods 
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plants that have had to lay off entire shifts because 
of nonavailability of critical metals and the unex- 
pected weakening of consumer demand. 

With the small change in the length of the work 
week, the statistics on average hourly earnings and 
average weekly earnings also show little change. 
Earnings of $1.604 per hour in June, 1951, were 
slightly more than 10% higher than in June, 1950. The 
weekly pay check of $65.44 was 11% above the $58.85 
for the corresponding 1950 month. 

Again, individual industries vary from the over-all 
pattern. The durable goods makers show an advance 
of 11% over the year in the average hourly earnings 
of the workers. The June figure was $1.685 against 
$1.522 a year earlier. The lower-paying nondurable 
group paid average hourly earnings of $1.488, or 
9.0% more than the $1.365 in the month in which war 
began in Korea. Straight-time hourly earnings show 
a somewhat different picture. For all manufacturing, 
the year-to-year rise was 10.2%. The durables group 
was up 10.2%; the nondurables 9.1%. 


JUNE EMPLOYMENT CONTINUED UP 


The addition of students to the labor force at the 
close of the school year accounted for much of the 
May-to-June increase of 600,000 in employment. This 
rise was somewhat smaller than usual for this time of 
year. Total employment of 61.8 million was there- 
fore only slightly larger than the corresponding 1950 
period. The June figure of 2.0 million unemployed 
compared with 1.6 million in May. This figure also 
reflects the stream of youngsters looking for summer 
or permanent jobs. Compared with a year earlier, the 
current June figure had declined sharply. In the 
earlier period, there were some 3.4 million unemployed 
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against slightly fewer than 2.0 million in June, 1951. 
The month-to-month rise was about normal, although 
there were a number of layoffs in consumer goods in- 
dustries; these were generally offset by rises in defense 
employment. 

Agricultural employment rose seasonally from 7.4 
million to 8.0 million between May and June. Despite 
this month-to-month increase, the June total was close 
to 1 million below year-earlier totals. 

The effect of induction of civilians into the armed 
forces was to decrease the number of men in the 
civilian labor force. On the other hand, there was a 
substantial growth in the employment of women— 
a net rise of some 400,000 over the year. The ratio of 
women in the labor force to the total number of 
women fourteen years of age and over rose to around 
33.17% in the first half of this year from 31.6% in 1949. 

Employment hit a new high in mid-July with un- 
employment falling to a postwar low for the month. 
According to government figures, there were 62.5 
million civilian job holders. This would mean a rise 
of almost three quarters of a million from June and of 
1.3 million over the corresponding 1950 period. Unem- 
ployment declined to 1,856,000 from 1,980,000 in mid- 
June. 

For the first time in recent months, hiring of fac- 
tory workers failed to exceed corresponding 1950 ac- 
cession rates. The latest statistics (for June) reveal 
a rate of 4.8 hirings per 100 employees, the same as 
in June a year earlier. In contrast, the rates for earlier 
months had been running well ahead of year-earlier 
figures. Explanation for the change lies in the con- 
trasting demand for many consumer goods. 

At the same time, hiring activity in defense-related 
industries such as machinery, ordnance, instruments, 


Consumers’ Price Index for Fifty-four Cities, and Purchasing Value of the Dollar 
Index Numbers, January, 1939 = 100 
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Ul yAeterer terete ve cre eiers 164.6 913.5a| 115.8 143.2 157.4 131.2 129.0 90.4 101.5 148.9 157.7 60.8 
PALDVISUE ete «eters ets 3.2 165.2 213.5 115.9 143.9 158.0 132.0 130.4 90.4 101.4 153.4 158.4 60.5 
September.......... 166.1 214.66) 116.0 146.3 159.7 135.0 131.2 90.4 101.4 156.3 159.0 60.2 
Octoberts.c.s- 2-54 166.3 213.5c} 116.3 147.4 161.4 135.6 132.0 90.4 101.4 160.4 159.4 60.1 
November.......... 167.2 214.8 116.4 148.9 163.3 136.7 13203 90.4 101.2 163.3 160.1 59.8 
December........... 170.1 291.5d) 116.9 150.4 165.4 iy perf 132.4 90.4 101.2 165.9 161.4 58.8 
Annual average......| 163.4 208.8 115.6 144.7 158.4 133.2 130.5 90.4 101.8 153.0 157.6 61.2 
SoD ORSBD OS 172.2 995.9 IVER 152.7. 169.1 138.9 132.6 90.4 101.1 169.5 162.0 58.1 
28; vat BEF Hin as tags 6 174.6 931.2 117.6 154.5 UA 140.3 134.7 90.9 101.0 17222 162.5 57.3 
IMfarchicseetpinciie coe 173.9 228.9 117.8 154.87; 171.67} 140.5 134.7 90.9 101.0 Wins 162.7 57.5 
April SOURCE OOD Oe 174.3 298 .6e| 119.2 155.17) 171.9r| 140.8 134.7 90.9 LOL EiSew 163.2 57.4 
Rae Se Oe ain eS 175.0 230.8 119.4 155.07) 172.1r| 140.5 132.9 91.1 101.4 UV332 163.4 57.1 
RULE ye, dicheusucsisuearon iy fages 931.1fi 119.6 154.9 172.8 139.8 133.6 90.9 101.5 eles 2 163.3 egal 
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bBased on food prices for September 14, 1950, 
cBased on food prices for October 16, 1950, 
dBased on food prices for December 14, 1950. 
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chemicals and petroleum products was running well 
ahead of 1950. 

Layoffs were only 0.9 per 100 employees, equaling 
the postwar June low of last year and comparing with 
the 1.2 rate of May, 1951. 


JOB RATES STUDIED 


Preliminary data from THs ConrereNcE Boarp’s 
survey of occupational wage rates show an average 
increase of around 10% from April, 1950, to April, 
1951. Rates for 164,000 employees in 651 companies 
in sixteen cities were recorded for the last week in 
April, 1951. This sample was not identical with the 
first study, made a year earlier, when rates were com- 
piled for 94,000 workers in 462 companies. Neverthe- 
less, the over-all picture shows certain unmistakable 
trends. 

For three key jobs—laborer, maintenance mechanic, 
and tool, die and gauge maker—the percentage rises 
for the year were 8.2, 9.5, and 9.5, respectively. Since 
these data are based on day-work rates, they reflect no 
bias resulting from premium overtime payments or 
shift work differentials, such as appear in the common 
average hourly earnings data prepared by the govern- 
ment and others., 

In addition to the three key jobs mentioned, the 
survey, which will be distributed in the near future 
to Associates and cooperators, will contain hourly 
rates for some fourteen other jobs. 


SHARES OF NATIONAL INCOME 


Approximately two out of every three dollars of 
national income go for compensation of employees. 
There has been a surprising consistency in this ratio 
since 1929. During this period of twenty-two years, 
the employees’ cut of the national income pie fluctu- 
ated between 58% and 75%, with a clustering around 
65%. 

Corporate profits before taxes have ranged from 
negative quantities to more than 15%. Income from 
interest and rents has shifted significantly. Artificially 
low money rates have cut sharply into the interest 
portion of national income. Rent control in recent 
years has done the same thing to income from rentals. 
The 1951 combined share for interest and rent totals 
only 5.1% against 14.1% in 1929 and a peak portion 
of 19% in the depression year 1932. 


Paut W. Dickson 
Statistical Division 


Operating Results of Limited Price Variety Chains in 
1950—“Variety chains in 1950 amassed the greatest dollar 
sales and margins in their history, but bulging expense 
rates and augmented taxes served to prevent final dollar 
profits from matching the levels attained in the immediate 
postwar years.” Esther M. Love, Division of Research , 
Harvard Business School, 1951. $2. 
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READJUSTMENT 


XPECTATIONS of a long-term boom which 

turned out to be only a short-term spurt has put 

the textile trade into a new period of readjustment. 

This is the second one since World War Ii—the first 
was in 1949. 

While a somewhat different set of factors has 
been responsible for each of these recessions, the re- 
sulting situations have this Syndrome in common: the 
resistance of buyers to high prices; a drop in sales; 
a piling up of inventories; and cutbacks in production 
and employment. Readjustment has involved price 
reductions, whittling down of excessive inventories, 
and, finally, a return to normal business. The textile 
industry is currently in the midst of the readjustment 
phase. 


SETS OFF BUYING WAVE 


When war broke out in Korea, fear of shortages be- 
cause of expected heavy government purchases and 
controls resulted in a frantic scramble for textiles— 
all of them—wool, cotton, nylon, and rayon, but es- 
pecially the first three. Prices of raw materials sky- 
rocketed. Wool tops rose from $2 a pound in June, 
1950, to $4.35 by the beginning of this year, and raw 
cotton prices from 33.8 cents per pound immediately 
preceding the Korean War to 45.2 cents by the end 
of April. Print cloth jumped from 15.2 cents a yard to 
24.0 cents in the latter part of January. As a result, 
wholesale clothing prices also climbed upward, but not 


Rise in Wholesale Prices Halted 
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IN TEXTILES 


so steeply—15% from June, 1950, to February of this 
year; and retail clothing prices rose some 10% from 
pre-Korea to June of this year. While clothing prices 
have not come down significantly in the past half 
year, most of the textile raw material prices are now 
down close to their pre-Korea levels. 

As it turned out, military requirements for textiles 
were not nearly so great as many of the textile and 
apparel people had imagined. Military consumption 
of textiles in the past year probably amounted to less 
than 15% of total consumption, instead of two or three 
times this quantity which extremists had estimated.! 
Thus the inventory pile-up. 

The 1949 slump arose out of different circumstances. 
Demand for textiles and apparel was fairly vigorous 
in the three years immediately following World War 
II. Clothing needs of returning servicemen, the new 
look for women, larger incomes, and increased de- 
mand for household textiles (the latter partly owing 
to a high rate of household formation) all contributed 
to good business for the textile and apparel people. 


1During the war years 1942-45, military fiber requirements aver- 
aged about one third of total consumption. About 36% of apparel 
wool consumption, 33% of cotton, and 19% of rayon went to the 
military. 


Factory Employment 
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Then with the impetus of the first two factors on the 
wane and an uptrend in prices, demand began to fall. 
By the end of 1948, inventories started to back up. 
Prices started to come down but still business con- 
tinued to be slow, for manufacturers, retailers, and 
consumers were holding back purchases waiting for 
prices to hit bottom. So 1949 was essentially a year 
of slackened textile and apparel activity. By the sec- 
ond quarter of 1950, prices had pretty well stabilized 
and textile and clothing sales began their recovery. 


Sales Dip, Stocks Rise 
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Unlike the 1949 period of sluggish textile activity 
which essentially stemmed from sharp cutbacks in 
consumer demand for clothing and household textiles, 
retail business in the apparel and household domestics 
lines has not fallen off very markedly in the past 
half year. But retailers have stopped buying for in- 
ventory building and instead are working off excessive 
stocks. Textile mills, converters, and clothing manu- 
facturers are also largely living off inventories rather 
than buying large quantities of additional merchan- 
dise. So, for the most part, textile and apparel in- 
ventories all the way down the line from manufacturer 

_ to retailer are now beginning to come into closer align- 
ment with sales than they were seven or eight months 
ago. 

Manufacturers of cotton and rayon clothing have 
liquidated a sizable portion of their excess stocks. 
Most manufacturers of wool apparel, however, still 
have heavy inventories. This probably reflects, in 
part, the pattern of the post-Korean buying wave. 
Since a higher percentage of wool is consumed by the 
military than the other fibers, and a substantial por- 
tion of raw wool supply must be obtained overseas, an- 
ticipatory buying of wool goods was heavier in the 
second half of 1950 than of cotton and rayon. 


EMPLOYMENT DOWN 


Employment by textile mills and clothing manufac- 
turers has dipped since the latter part of 1950 and 
now generally stands at pre-Korea levels. Factory em- 
ployment in textile mills began to slide in March and 
by June of this year the number of production workers 
was down 7% from September, 1950 (post-Korea 
peak) after removing seasonal influences. Employ- 
ment at mills producing apparel and other finished 
textiles dropped by 4% from August, 1950, to June. 
(See chart.) 

And, owing to the substantial reduction in orders for 
third-quarter delivery, many textile mills have cut 
operations from a six-day work week to five days, and 
from five days to three or four. 

Just when this cautious buying policy from the re- 
tailer all the way back to the mill will turn into more 
vigorous buying activity is hard to judge. Since ap- 
parel orders by retailers for fall items have been some- 
what slow, it seems unlikely that any significant up- 
turn in textile business could occur before the fourth 
quarter. 

Suiruey 8. Horrman 
Division of Business Economics 


World Resources and Industries—A revised edition of the 
well-known and widely used study published in 1933. This 
800-page book covers, in their total setting, food, fiber, 
tree, mineral and energy resources, and the industries 
which use them. Hrich W. Zimmerman, Harper & Brothers, 
New York, 1951. $7.50. 


NEWS AND VIEWS 


Aging Persons Important in High Income Groups 


An economist for the Social Security Administration, 
Jacob Fisher, has studied and compared the data on income 
of individuals available for 1948 from the Bureau of the Cen- 
sus and the Bureau of Internal Revenue. From these figures, 
he has drawn the rough picture of the income distribution of 
aged persons shown below: 


Money Income Level Millions % 

NOnG noice «2 Base cost ovenal ie. hate ar ore een 3.0 Q7 
Less than $5005, pesca. certs Aten see a eee 2.5 23 
S500=S1,000 S05. as isde e oaitee et eter eee eee 2.3 21 
$1,000=82000 8 see Se aesaece ne oe ome ee 1.6 15 
$2000=83;000 tere s.n.ciee ois chee cons aha eel ena 8 7 
$3 5000=85,; 000 ese iccita kate os bes eerie alain a sie wens oe 15 5 
$5,000-$1.0,000 i. ci b ac ts Ae vce ewiatotatevecereiye ome oe ae 22 g 
$10,000) orimore:.ssho oc ss ee eee ee ere mi ae 

All persons aged sixty-five and over........... 11.0 100 


The relative frequency of aging persons in the different 
income classes was also examined by Mr. Fisher. Somewhat 
more were in the low-income groups than would be expected 
from their proportion in the population or among income 
recipients, and they constituted a smaller-than-proportionate 
share of the persons in the middle-income groups. He is 
aware that this corresponds with our general impressions con- 
cerning the economic status of older persons, but points out 
that it is not generally known what a relatively large place 
the aging occupy in the high-income group. Mr. Fisher’s 
summary of finding is as foliows: 


“In 1948 approximately one income recipient in ten was 
sixty-five years of age or over. Among persons with incomes 
of less than $1,000, however, about one in four was aged. 
The ratio dropped to three or four per hundred in the income 
classes from $3,000-$4,000 and then rose again. At the 
$10,000 level, perhaps ten in every hundred income re- 
ceivers were sixty-five years of age or over; at the $50,000 
level, perhaps sixteen in every hundred; at the $100,000 
level, perhaps twenty-three in every hundred. Though 
the high-income aged persons were few in absolute numbers, 
they comprised an increasing proportion of the total group 
of recipients in the higher-income brackets.” 


Expanded Insurance Cuts Assistance Costs—Slightly 


An anticipated indirect effect of the 1950 Social Security 
Act amendments was some reduction in expenditures for 
Old-Age Assistance (OAA), since old-age insurance benefits 
(OASI) were both increased and extended to additional 
oldsters. Nationally, this has occurred. There were almost 
67,000 fewer persons on the OAA rolls in April, 1951, than in 
September, 1950; and payments were $5 million a month less, 
a reduction of 4%. But state experience varied considerably. 
While OAA payments declined since September, 1950, in 
thirty-six states, Alaska, and Hawaii, they increased in 
twelve states and the District of Columbia. 


The following tabulation prepared by the Pennsylvania & 
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ON OLD AGE 


Department of Public Assistance shows the average OASI 
payments and average public assistance grants, both before 
and after the 1950 amendments became effective. It should 
be borne in mind that Pennsylvania experienced a greater 
than average decline in OAA costs—8.7% from September, 
1950, to April, 1951. 


Savines iv Montuty OAA Costs, PENNSYLVANIA, 
Fourth Quarter, 1950 


Cases Grants 
Item Closed Decreased 
Recipients of OAA Who Were Also Receiving OASI 
Benefits Prior to the Amendments: 

INuimbemor Cases 48-4 hse ses bed, coe 3,924 6,987 
Average OASI payment 

LAST eet coc tee PD Oa $22.38 $16.40 

Qarrrent eer pe EIT ee de see bk 41.11 30.91 
Average OAA grant 

TOY: peas ett ss cl ata cWacavatag Sahel Aska oa, e8slss'e a 5.8 16.89 31.84 

Girrrent want Reale wees) See ek oe 0 17.21 
Average: monthly savings.<....-:....si sss $66,000 $102,000 
Recipients of OAA Who Received First OASI Benefit 

nder “New Start” Provisions of the Amendments: 

RM ber Ob: CASES 37.4.0 ,<3i2's hers Ely ath ie slo 0g cie 560 2,678 
Average OASI payment 

TEFUTS Tes 6.0 oe NE En oe are ea 0 0 

Gisrrent eee soe ete os ees eo $29.66 $22.48 
Average OAA grant 

MGIE. gh Gt Stone Mon tee ee ee 30.22 46.42. 

(OUTER as eh ca I ein a 0 23.40 

Average monthly savings...............2.5% $17,000 $62,000 


The total decrease in expenditures in Pennsylvania for 
OAA as a result of removal of cases from the rolls and the 
reduction of grants corresponding with the increase in OASI 
benefits amounted to almost a quarter of a million dollars 
a month by the end of 1950. 


Hospital Insurance To Supplement OASI Benefits 


Hospitalization insurance for persons who are beneficiaries 
of old-age and survivors’ insurance and for those who are 
eligible but have not yet applied for benefits was proposed 
recently by the Administrator of the Federal Security Agency. 
These groups were singled out for special treatment, according 
to Mr. Ewing, because they have “greater need for hos- 
pitalization, smaller resources for meeting the cost of illness 
on an individual basis, and less opportunity to obtain private 
insurance.” They number about 5.5 million now. Next year 
there will be about 6.3 million such persons, and two years 
from now (1953) nearly 7 million. After that their ranks will 
continue to increase, but much more gradually. 

The program would work very much like the Blue Cross 
plans as far as the individual is concerned. When the phy- 
sician of an eligible person determined that he should be 
hospitalized, the doctor would wherever possible make the 
necessary arrangements. The patient could remain in the 
hospital as long as necessary up to sixty days in a year and 
the hospital costs would be paid directly to the hospital out 
of the insurance fund. The payments would reimburse the 
hospital for its reasonable costs incurred for all bed patients 
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occupying semiprivate accommodations or its equivalent. 
The state would act as the administrative agency. 


The cost of this hospitalization insurance in 1953, it is 
estimated, will be about $187 million—$230 million, between 
one tenth and two tenths of one per cent of taxable payroll. 
It would be expected to increase in future years to possibly 
three tenths of one per cent. The sponsor of the program feels 
that costs of this size would not justify an increase in the 
contribution rate for the OASI program and can easily be 
absorbed by the present tax schedule (144% each on the 
first $3,600 for employer and employee now with gradual 
jncreases to 314% each in 1970). 


Estmvatep Numprer or Persons Woo Witt Be ELIGIBLE FOR 
HospItaLizATION INSURANCE IN 1953 (Muntions) 


Persons aged 65 and over: 


Retired workers receiving OASI benefits............+...++- 2.9 
Their wives and dependent husbands...................- 9 
Widow, widower and parent beneficiaries................+-+ a) 
Fully insured older persons still at work.................--- 1.0 
Their wives and dependent husbands.................--- 2 
Notal-persons'65) and! Over sacaesacis cies essere re « «ees 5.5 
Younger adultseay ch se neg ies arte os ore ae eee ee arene 4 
Children tun der-1S iar Stance sate eos cra ae nl cee pen stone is senepane oleate Bal 
Totablalliagess.schnsss gate siaac. sales oni easier 6.9 


1Wives and widows who are under sixty-five but who have in their care children 
under eighteen. : 


One Third Steadily Employed 


Data on continuity of employment and earnings of work- 
ers covered by OASI are now available for 1937 through 
1948. A summary of these tabulations, prepared by Jacob 
Perlman of the Social Security Administration, discloses 
that workers steadily employed in covered jobs during the 
program’s first twelve years totaled 11.8 million. This is 
one third the estimated number of covered jobs as measured 
by average monthly covered employment in 1948 and almost 
one fifth of the average monthly total paid civilian employ- 
ment in the United States in that year. 

The steadily employed group was predominantly male; 
women employees represented Jess than one fifth of the 
total. The median age of these workers was 46.2 years in 
1948, as many as 38% being fifty years of age and over and 
14% at least sixty years old. Not only did the persons in 
this group work at some time in every year, but the great 
majority were employed in practically every quarter of each 
year. Their median cumulative wage credits for the entire 
period amounted to nearly $24,000, or an average of almost 
$2,000 a year. Because taxes were then collected only on 
wages up to $3,000 a year, the figures based on “total” wages 
for the period would be even higher. 


Status of Trust Fund 

Assets of $14.7 billion were in the old-age and survivors’ 
insurance trust fund at the close of fiscal year 1951, an in- 
crease of $1.8 billion over the year before. All but $400 
million of this balance was invested in United States Govern- 
ment securities; $12.1 billion in special issues and $2.2 billion 
in public issues. 

Under financing arrangements provided in the 1950 Social 
Security Act amendments, the fund is expected to reach a 
peak of about $83.5 billion forty years hence. 
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BUSINESS FORECASTS 


(Continued from page 343) 


potatoes and tobacco. These were partly offset, however, 
by improvement in prospects for all hay, oats, rice, sugar- 
beets, dry beans and peas. Moreover, crops for which cur- 
rent estimates are the first for this season—cotton, soybeans, 
sorghum grain, and peanuts—promise better than average 
yields. An aggregate volume of all crops 34% above the 
1923-32 average is now in prospect. This would be one 
point lower than indicated on July 1 and four points less 
than in the record year 1948.” 


Bureau of Agricultural Economics (National Food Situa- 
tion, released August 7)—‘Livestock and crop production 
prospects as of midyear indicate that food supplies avail- 
able to civilians for consumption during the latter half of 
1951 will be somewhat larger than a year earlier. Domestic 
demand for food is expected to continue strong, but the 
prospective large food supply will tend to retard upward 
price pressures. Farm prices of food commodities are not 
expected to change much from present levels during the 
remainder of 1951. However, some widening of. processing 
and marketing margins is possible under the new amend- 
‘ments to the Defense Production Act. 


“During the remainder of this year civilians probably 
will consume slightly more meat per person than in the 
same period of 1950. Pork will account for all of the in- 
crease. Likewise, civilians are expected to take more poul- 
try, eggs, fluid milk, margarine, lard, fresh and frozen fruits, 
canned and frozen fruit juices, and fresh vegetables than 
in the second half of last year. Declines in consumption are 
anticipated for veal, lamb and mutton, butter, and sweet 
potatoes. 


“For the year as a whole civilian consumption of food 
per person may be slightly above 1950 and from 13% to 
14% above the prewar (1935-39) average annual rate. Re- 
‘tail food prices . . . for the year as a whole . . . probably 
will average at least 10% higher than in 1950. 

“More food will be withdrawn from domestic supplies 
by military agencies than in 1950, but the quantity taken 
will remain very small relative to total available supplies. 
Exports of food probably will be larger than last year. As 
usual the bulk of these shipments abroad will be comprised 
principally of wheat and flour, supplies of which are plenti- 
ful in the United States.” 

Bureau of Agricultural Economics (The Livestock and 
Meat Situation, released August 10)—“Hog producers are 
likely to carry out their plans for a somewhat larger pig 
crop this fall than last and the cattle population will prob- 
ably be increased by about 51% to 6 million head by the 
end of the year... . During the second half of 1951, cattle 
slaughter may nearly equal that of a year earlier. Calf 
slaughter probably will remain below last year but by a 
smaller percentage than in the first half. Slaughter of sheep 
and lambs has been considerably smaller than last year and 
will continue smaller. . . . Since the 1951 spring pig crop 
was up 7% from a year earlier, slaughter in the late summer 
and fall is expected to be 5% to 10% larger than it was in 
the same period of 1950. Prospects for an increase in the fall 


pig crop indicate further expansion of hog slaughter through 
the summer of 1952.” : 

Bureau of Agricultural Economics (The Vegetable Sttu- 
ation, released August 9) —“Production and prices for fresh 
market truck crops in general this summer are expected to 
be at about last summer’s levels. A substantial increase in 
production and pack of truck crops commercially canned 
and frozen is in the making at prices above last year... . 
The potato crop is expected to be much smaller than last 
year, though more than sufficient for all requirements, and 
to sell at somewhat higher prices this year.” 

Bureau of Agricultural Economics (The Fats and Oils 
Situation, released August 3) —“Production of the primary 
food fats and oils except butter in the second half of 1951 
is expected to be somewhat greater than in the same period 
a year earlier. . . . Domestic ‘disappearance of food fats, 
on the other hand, is likely to be less than the year before. 
. . . Prices of most edible vegetable oils in the fall and 
winter of 1951-52 are likely to average lower than in that 
period a year earlier. . 

“Output of lard in the year beginning October, 1951, is 
likely to be larger than the year before. . . . Production of 
butter in 1951-52 may continue downward, reflecting mainly 
a diversion of milk to whole milk products as consumer in- 
come expands.” 

Bureau of Agricultural Economics (The Feed Situation, 
released August 6)—‘“Another large supply of feed grains 
and other concentrates is in prospect for 1951-52 on the 
basis of July 1 indications. If these prospects are realized, 
the total feed concentrate supply will be around 183 mil- 
lion tons for the third successive year. . . . Total use of 
feed grains probably will be a little larger than the indi- 
cated 1951 production of 127 million tons, and some further 
reduction in reserve stocks appears likely.” 

Bureau of Agricultural Economics (The Wheat Situa- 
tion, released August 6—“Wheat supplies in prospect for 
1951-52 are sufficient to meet anticipated domestic and ex- 
port requirements without significantly reducing the size 
of the carry-over. The supply, now estimated at about 
1,505 million bushels, consists of a crop of 1,070 million 
bushels (July 1 basis), probable imports of about 40 mil- 
lion bushels of feeding quality wheat, and the July 1 carry- 
over of 395 million bushels. Supplies of this size have been 
exceeded in only three years. 

“Domestic disappearance in 1951-52 may total about 755 
million bushels, compared with about 707 million in 1950-51. 
If exports total about the same as the 364 million estimated 
for the past year, about 385 million would remain for carry- 
over July 1, 1952. This is about the same as for July 1, 
1951, and compares with 427 million bushels a year earlier 
and 334 million, the 1941-50 average.” 

Bureau of Agricultural Economics (Dairy Situation, re- 
leased August 1)—“Consumption of dairy products per 
capita, milk equivalent basis, will be a little less this year 
than in 1950. Butter is accounting for most of the decline, 
and may fall below 10 pounds per person for the first time 
on record. Consumption of margarine, on the other hand, 
is running above last year.” 


General 


Joint Committee on the Economic Report (National De- 
fense and the Economic Outlook, August)—‘The staff es- 
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_timates that the defense effort, on the basis of present 
schedules, will take almost 15% of total national produc- 
tion in fiscal 1952, increasing to 18% to 19% in the peak fiscal 
year 1953... . Even with a defense program of this magni- 


NATIONAL DEFENSE AND THE ECONOMIC OUTLOOK 


Gross National 


Total 


Productivity |. Product 
Fiscal Year Employment Average 8 aN Constant 
(millions Weekly Hours Prices? 
ae pareond) (1960 =100) rice 
(billions 
of dollars) 
DAO tr mics erdes aelsete 60.7 42.5 95.6 278.4 
ENDO atta sae ates 60.4 41.8 100.0 285 .0 
MOD re Sb arch 8 5s spon) ve 63.1 41.8 105.8 $15.3 
RODS A er cit eis heats 65.5 42.3 108.7 $40.0 
POD DSi wre lolita: See ae 66.4 42.7 110.9 355.0 
BODOG. Ss ssc alren Soh 67.0 42.7 118.1 $65.0 


Mncluding armed services. 

2The productivity index actually amounts to an index of output of gross national 
product per man-hour. It includes not only changes in output per man-hour which 
can be traced to increased technical efficiency, but also (1) changes in output per 
man-hour due to increases in per cent of capacity operated; (2) changes in com- 
position of output from industries with a lower output of gross national product per 
man-hour to those with a greater output of gross national] product per man-hour; and 
oto of measurement in total employment, hours of work, and gross national 
product. 

3Prices as of June 1951. 

eEstimated. 

Source: Staff of the Joint Committee on the Economic Report 


tude, personal consumption of goods and services at pres- 
ent prices can increase somewhat over the next twelve 
months and can remain at this higher level through the 
following year. However, assuming that this defense buildup 
schedule is maintained, consumer demand for goods and 
services may exceed available supply at present prices by 
$5 billion in fiscal 1952 on the basis of expected produc- 
tion, planned government and private investment outlays, 
and average rates of individual savings in recent years. 
By the end of the fiscal year the excess consumer demand 
would be greater than this $5 billion average because of 
the continued planned acceleration of the defense buildup 
through fiscal 1953.” 

Jerome I. Udell, president, Gramercy Park Clothes (Fifty- 
second Open Letter, August 6)—“Even if the tempo of 
the defense effort is curtailed by 25%, we can anticipate 
for the fall a growing inflationary gap, with consumer spend- 
able income after taxes exceeding consumer goods and 
services by many billions of dollars. Not only will consumer 
income continue to rise, due to full employment, overtime 
and other factors, but the supply of consumer durable goods 
will shrink as a result of the Controlled Materials Plan, 
under which metals, such as steel, copper and aluminum, 
will be allocated with preference for defense purposes.” 

Guaranty Trust Company (Guaranty Survey, August) — 
“Appraisals of the business outlook for the remainder of 
the year tend to stress such pertinent facts as the rise in 
personal incomes and savings, the plans for large business 
‘expenditures on new plant and equipment, and the sched- 
uled increase in governmental spending without a com- 
mensurate rise in tax payments. It seems to be generally 
held that these factors will provide strong offsetting in- 
fluences to any tendency toward relaxation that may result 
from attempts to reduce inventories or from a cease-fire in 


Korea, if one is agreed upon.” 


Dun and Bradstreet (Survey of Business Expectations, 
released July 20)—“The majority of business executives 
expect a larger volume of dollar sales, and think that net 
profits after taxes will be as good or better for the fourth 
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quarter of 1951 as for the corresponding quarter of 1950. 
An increasing number of businessmen anticipate a reduc- 
tion in the levels of their dollar inventories and foresee a 
leveling off in their selling prices. These conclusions are 
based on the preliminary results of the most recent quarterly 
Survey of Business Expectations now being made by Dun 
and Bradstreet, Inc.” 


Where New Gold Goes 


ae . . the figures indicate that the newly mined gold sold 
in the free market plus the gold withdrawn from official 
reserves and either hoarded or sold for industrial purposes 


_amounted to the equivalent of six sevenths of new produc- 


tion. 
GOLD PRODUCTION AND MOVEMENTS 
In millions of dollars at $35 per ounce 
1948 1949 1950 

Gold production!................ 790 824 840a 
Changes in world monetary re- 

SCPVES atin ec Mie aEs +1,390 —520 +120a 
Gold absorbed by hoards, industry, s 

CECH cE cs cen seit once sens 744 720a 

(21 million (20 million 
ounces) ounces) 
iExcluding USSR aEstimated. 


“The result of this increased diversion of newly mined 
gold from the normal channels feeding the monetary re- 
serves of the world to those that irrigate the far-flung free 
markets must be increasingly to nullify the IMF policy on 
gold operations and to make increasingly artificial the ex- 
isting structure of official gold prices. . . . This diversion of 
gold will be inevitable so long as there is any appreciable 
margin between official and free market prices. The pull 
of the free market has become irresistible when the price 
has risen above the equivalent of $40 per ounce. .~. . 


“Tt appears probable that the amount of gold flowing 
into the free market will increase further. The IMF disci- 
pline on this issue is breaking down. . . . Either the free 
market price will, as a result, tend to return towards the 
official price and thus dam the flow of newly mined gold to 
the free markets, or else the IMF structure of official gold 
prices will come to appear more and more artificial and will 
be brought increasingly into disrepute. . . . It may be as- 
sumed that the United States, in its present mood of anti- 
inflationary endeavor, will not gladly assent to any adjust- 
ment of the official price of gold to the level indicated by 
free market quotations. Yet, if a situation emerges in which 
no appreciable amount of gold is flowing into central banks 
and treasuries but in which the metal is draining down the 
ratholes of the world’s free markets, something will have to 
be done to withdraw from an obviously untenable position. 
Meanwhile, those countries that are consciously aiding and 
abetting this undermining of the present structure of offi- 
cial gold prices should realize that they are destroying the 
basis on which rests such stability of exchanges as the world 
now possesses. The immediate advantage they may obtain 
from this growing anarchy in the world gold situation may 
ultimately prove to have been very dearly won.”—The 
Economist, February 17, 1951. 


SELECTED BUSINESS INDICATORS 


(Annual statistics appear in “The Economic Almanac 1950,” pages 38, 39) * 
1951 Percentage Change 
tem Unit Latest Latest 7 hoe 
Julyp June May — ae pres 7 Months, 
Month Ago Year Ago 1950 
Industrial Production 4 
Totale(hRB)i(S) sesecteaeeer eerie 1935-39 = 100 Q15 |r 222 223 223 —3..2 ey edi 
Manufacturing (FRB) (S)........ 1935-39 = 100 294 | r 232 233 234 3.4 ane ate 
Durable goods (FRB) (S)....... 1935-39 = 100 267 | r 276 |r 276 278 —$.3 Le pt ; i ; 
Steelf Sih isc. ceak easements ats 000 net tons 8,696 |r 8,657 9,094 8,841 +0.5 ae : a - 
Pigciron Paster ss oe tereaen 000 net tons n.a. 5,978 6,173 5,888 3.2 se 5 5 “e 
Copper (refined). <2... <0 0 «-- net tons 93,258 105,127 113,513 103,494 lies aa i 
Leadi(refined)s..25.5. «220. 0%: net tons 44,864 39,952 44,951 44,362 +12.3 ey * yi 
Zine’ (slab) sececencnt eects net tons 78,955 77,679 80,430 77,862 arts 6 iar: ate 
Glass containers.............. 000 gross n.d. 10,489 10,849 11,075 -3.3 alg a +24.8¢ 
Aum berets < ars acreieare atotetete sates million bd. ft. n.a 3,660 3,793 3,469 3.5 +2. +9.0c 
Machine tools!............... 1945-47 = 100 n.d. 1838.5 |r W757 157.7 +4.8 Fp +117.3¢ 
Machinery (FRB)............ 1935-39 = 100 n.d. 336 r 336 335 0 +28. : +34 ; os 
Transportation equip. (FRB). .|| 1935-39 =100 n.d 316 r 310 308 +1.9 E14; +28 .4¢ 
Automobiles, factory sales..... units n.d. 482,027 | r 5115938 503,038 -5.8 -33.1 +0.2¢ 
Nondurable goods (FRB) (S)...|| 1935-39 = 100 189 197 198 198 ea aL +4.4 +9.2 
Cott ontaeiarc uniter ee mealies 000 bales 767 819 833 981 —6.3 +26 .4 +19.0 
Wooler eee conse ne teers million pounds n.d. n.d. 48.6 47.6 +2.1 14.7 -10.3d 
Rayonsyarnin sas cee + eee. million pounds 79.0 |r 83.5 82.0 80.0 -5.4 0.9 +5.4 
Food prod., mfd. (FRB) (S).. .|| 1935-39 =100 n.d. 163 166 168 —1.8 -0.6 +2.0c 
Chemicals (FRB) (S)......... 1935-39 = 100 n.a. 303 | r 298 295 +1.7 +16.1 +16.7e 
Newsprint, North American. ..|| short tons 540,896 558,405 582,143 536,439 -3.1 +3.0 +6.6 
Paper cittecs cccenoe eee % of capacity 89.4 100.2 102.5 °|7 102.8 -10.8 +4.8 +5.7 
Paperboard 378827. sjei00 sssietoute as % of capacity 84 103 104 105 -18.4 +2.4 +12.4 
Boots and shoes............... thous. of pairs n.a. 36,669 37,392 38,732 =159 bE! +0.7¢ 
Cigarettes (small)?............ millions n.a. 32,042 |r 32,776 29,524 eee 2.4 +4.8¢ 
Mining (FRB) (S)............... 1935-39 = 100 160 167 165 164 ~4.2 +11.1 +16.9 
Bituminous coal.............. 000 net tons 34,462 |r 43,480 |r 43,250 41,965 -20.7 is +11.0 
Anthracit@cnccucs cess ee oe 000 net tons 2,790 3,743 3,622 2,602 —25 5 2.0 -8.9 
Crude petroleum’............. 000 barrels n.d. 6,130 6,170 6,127 —-0.6 +14.0 +20.@ 
Hectricipowertanaat aces ciane or ae million kwh 6,739 6,778 6,565 6,713 -0.6 +12.8 +14. 
Construction’ shene.e sks tense million dollars 1,380 1,409 2,573 1,375 -2.1 2.5 +23.1 
Heavy engineering—Total®......... 000 dollars 344,660 256,772 253,599 263,359 293,785 +34.2 +17.3 +27.3 
Distribution and Trade 
Carloadings, total**............... thousand cars 761.0 817.5 799.8 788.5 768.8 -6.9 -1.0 +9.6 
Carloadings, miscellaneous‘*........ thousand cars 366.8 391.1 391.3 394 8 363.0 6.2 +1.0 +9.9 
(Retailisalést(S) See 2. 5. shies million dollars Ds 11,910 |r 12,075 12,025 11,6994 -1.4 +1.8 +11.2¢ 
Department store sales (S)......... 1935-39 = 100 308 |r 301 301 302 362 +2.3 -14.9 +5.5 
Variety store sales (S)............. 1935-39 = 100 n.a. 239.0 |r 247.4 ]r 242.2 224.0 3.4 +6.7 +8.0¢ 
Rural! retail trade\(S)...0........- 1935-39 = 100 n.a. 323.6 318.1 300.5 305.6 +1.7 +5.9 +15.0¢ 
Grocery chain store sales (S)’....... 1935-39 = 100 n.d. 441.0 |r 444.0 |r 437.7 378.9 =O +16.4 +16.4¢ 
Magazine advertising linage........ thous. of lines 3,260 3,221 3,926 4,531 3,175 +1.2 +2.7 +4.2 
Commodity Prices | 
All commodities (BLS)............ 1926 =100 179 .2e 181.7 |r 182.9 |r 183.6 162.9 -1.4 +10.0 +17.4 
Raw materialssncs.. vce soe cee oe 1926 =100 n.a. 194.7 195.5 197.7 GT oa 0.4 +16.1 +20.1¢ 
Semi-manufactured articles....... 1926 =100 n.a. 180.4 186.5 187.1 148. 4a —3.3 +21.6 +97 8¢ 
Manufactured products.......... 1926 =100 n.a. bres Wie MAT ce 5 Le AizeT 153 . 5a -0.4 +14.3 +16.7¢ 
Rarm products ee eerncer cent: 1926=100 193.4e|r 198.6 199.6 202.5 176.0 =—2.6 +9.9 +22.4 
BoodsSy co neko ee 1926 =100 185.6e|r 186.3 |r 187.3 |r 185.8 171.4 —0.4 -+8.3 +16.6 
Retail prices. (.).c08ces00 08 c00s ees 1935-39 = 100 n.a 206.5 |r 206.5 |n 205.6 187 3a) 0 +10.3 +11.2e 
Securities 
Total stock prices (Standard & Poor’s)|| 1985-39 = 100 172.8 171.7 173.9 172.8 138.2 +0.6 +25.0 +22.2 
Industrials nase. aids cheer 1935-39 = 100 188.1 186.9 189.3 187.3 147.3 +0.6 +27 ..7 +25 .2 
(Ratroadsircctics ctor scree ....|| 1935-39 =100 139.4 141.6 147.5 148.7 109.7 Pati} +2771 +36 .6 
Litiiticn: ee nee 1935-39 = 100 111.5/ 110.2/ 110.5] 110.2] ' 103.0 +1.2 48.3 +1.6 
Totalno. sharestraded N. Y.Stock Ex.| thousands n.a. 34,817 52,604 42,616 54,030a -33.8 -35 .6 +1.7¢ 
Corporate bond yields (Moody’s).. .|| per cent 3.17 3.16 3.09 3.07 2.90 +0.3 +9.3 +6.0 
Financial Indicators 
Bank debits, outside New York City§|| million dollars 67,532 72,110 71,196 69,421 59,752 -6.3 +13.0 +22.0 
New capital corporate issues........ 000 dollars n.d. 711,145 | 398,366 | 660,443 | 614,495a]) +78.5 adn) +28 .6¢ 
Refunding issues.................. 000 dollars n.d. 56,538 | 13,076 | 79,667 | 278,293a| +332.4 79.7 ~70.5¢ 
Comm., industrial and agric. loans‘.|| million dollars 19,067 19,128 19,152 |r 19,196 13,772 [Ono +38 .4 +37.8 
Total personal income (S)*......... billion dollars n.d. Q51.1 |r 249.8 249 .0 219.0 +0.5 +14.7 +14.0¢ 
Money in circulation, end of month.|] million dollars 27,846 | r 27,809 27,519 27,278 27,010 +0.1 +3.1 +1.3, 
Defense expenditures”............. | million dollars 3,196 2,875 2,739 2,397 1,101 +11.2 +190.3 +127.1 


SAdjusted for season variation 1Shipments *Consumption; cigarette consumption measured by tax-paid withdrawal Average daily 4Average weekly *F. W. Dodge ‘Engineers 
News-Record—average weekly 7Grocery and combination chain store sales 8140 centers ®Annual rate Wncludes federal budget expenditures for Defense Dept., Atomic Energy Co 
Mutual Defense Assistance, Maritime Activities, Coast Guard, Defense Production aJune, 1950 bMay, 1950 cPercentage c ange 6 months 1950 to 6 month 1951 dPercentage chai 
5 months 1950 to 5 months 1951 eEstimated n.a.Not available pPreliminary *Value as traffic indicator subject to variations in length of haul and amount loaded. 


364 


What Is 
Defense Doing 
To Our 
Economy? 


At no time in our recent history, 
declares Mr. Keyserling, have 
we been in such dire need of 
guideposts to action. For gird- 
ing for defense is no short-term 
emergency nor does it have the 
heroics of all-out war. Since 
we are in for the long pull, the 
big question is how to do it 
with the least dislocations? 


The Forum’s conclusions are contained in 
Studies in Business Economics, Number 
Twenty-nine, just off the press. Previous 
critiques of CEA reports include: 


No. 25: ‘Pros and Cons of CEA Policies” 

No. 20: “Economics of the President's 
Economists”’ 

No. 16: “An Appraisal of Official Eco- 
nomic Reports’’ 


All these reports, including ‘Defense Eco- 
nomics—CEA Model,’” have been mailed to 
Associates of the Board. Additional copies 
of Nos. 29, 25 and 16 are still available 
upon request. 


No question but that it is changing 
the shape of it—but to what extent 
and how? Leon Keyserling and his 
Council of Economic Advisers re- 
ported at the New Year to President 
Truman their ideas of what steps 
were necessary to meet the chal- 
lenge of the times. 


This report to the President came 
under the scrutiny of a dozen or so 
of the country’s leading economists 
when Mr. Keyserling met recently 
with the Conference Board Economic 
Forum to explain and defend the 
Council’s economic program for the 
country. Also present were members 
of the Staff of the Joint 
Committee on the Economic 
Report—the Congressional 
committee charged with re- 
viewing the President’s rec- 
ommendations. 


ITS FROSTING — AND MORE 


OEE CH, ca, 
re 


age ete 


Compared with the home market, we 
sell relatively little abroad. But that 
relatively little is still big ana important 
—is much more than the frosting to the 
cake. 


Not only do we sell abroad; we also buy many commodities and 
products from other countries. We also are in business abroad 
—through direct investments as well as indirectly through loans. 
In addition, government outlays have been an important economic 
factor to us and the foreign recipients. 


For industry to keep abreast of the economic side of the inter- 
national picture, some or all of the following may be helpful: 


Technical Papers 


e INVISIBLE TRADE OF THE UNITED STATES IN THE POSTWAR ERA 
e OBSTACLES TO DIRECT FOREIGN INVESTMENT 


The Business Record 


“BOLD NEW PROGRAM’. 20 ccccceeeee tees JULY, ‘51, p. 272 
OUR INFLUENCE ON FOREIGN PRICE RISES.............. MAY, ‘51, p. 176 
OUR “INVISIBLE” FOREIGN TRADE.......................... FEB., ‘51, p. 70 
COAL FOR EUROPEAN POWER................000:0:0ccceee JAN., ‘51, p. 30 
BILLIONS FOR FOREIGN ARMS AID..................0.0..000.. DEC., ‘50, p. 458 
CANADA IN GRAPHS AND FIGURES...................00000.. JULY, ‘50, p. 270 
OIL ON THE ANGLO-AMERICAN WATERS................ JUNE, ‘50, p. 236 
THE FOREIGN TRADE PATTERN SHIFTS...................... JUNE, ‘50, p. 216 
HOURS OF WORK ABROAD...000000.00.0.0cccccceeeeseeeeeee JAN., ‘50, p. 32 
DEVALUATION AND AMERICAN BUSINESS................. JAN., ‘50, p. 28 


